Management Adviser
Volume 9

Number 6

Article 11

11-1972

Management Adviser, Volume 9, Number 6, November-December
1972 (Whole Issue)
American Institute of Certified Public Accountants

Follow this and additional works at: https://egrove.olemiss.edu/mgmtadviser
Part of the Accounting Commons, Business Administration, Management, and Operations Commons,
and the Management Sciences and Quantitative Methods Commons

Recommended Citation
American Institute of Certified Public Accountants (1972) "Management Adviser, Volume 9, Number 6,
November-December 1972 (Whole Issue)," Management Adviser: Vol. 9: No. 6, Article 11.
Available at: https://egrove.olemiss.edu/mgmtadviser/vol9/iss6/11

This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It
has been accepted for inclusion in Management Adviser by an authorized editor of eGrove. For more information,
please contact egrove@olemiss.edu.

management adviser
November-December, 1972

We’d like to sell you
a product that
isn't working.
Color television took years to perfect. But
the potential was there.
We have a product with great potential.
Perhaps you’ve heard our name, but not known
what we do. We’re the National Alliance of
Businessmen. We’re in business to help America’s
disadvantaged citizens. Products of the ghetto,
poverty, poor education and life’s bad breaks.
Our purpose is to make the American system
work, by seeing that everyone who wants to work
can become a fully participating citizen.
If you read on, you’ll see why 30,000
NAB participating companies have found it
good business to employ and train a million
disadvantaged persons. Why thousands of
talented executives have been loaned to us by
America’s leading corporations.
We were formed by presidential mandate to
serve as a catalyst between government and
business. Business provides the jobs and govern
ment finds the persons to be hired and trained.
Most companies pay the training cost themselves.
Companies that cannot afford to take on the
task of employing and training the hard-core
unemployed can be given financial support by
the government. We think this partnership
between business and government is a good way
for our society to deal with its problems.
We have programs that deal with the
hard-core unemployed. Hiring, training and

retraining the disadvantaged across America.
Transforming the disadvantaged into full citizens
—people with hope, training and the experience
that helps them move within our society.
Our youth programs represent the preventive
side of the Alliance. If we can keep kids in school,
they’ll be less likely to fall into the continuing
cycle of poverty. So we have programs to give
disadvantaged youth summer and year-round
employment and training, and others designed
for career guidance, motivation and practical
business education.
And because thousands of Vietnam-era
veterans are having trouble finding jobs, we have
responded to a presidential request to find jobs
for hundreds of thousands of Vietnam-era
veterans.
With 500 full-time loaned executives
manning offices in 164 cities, we are fully
committed to helping the nation solve one of its
most pressing problems.
As President Nixon has said:
“The National Alliance of Businessmen has dis
played a remarkable capability to mobilize the
American business community in response to a
national problem.”
We have a product to sell. And programs
that make it easy to buy. Contact the National
Alliance of Businessmen. Help us get our product
and our country working.

The National Alliance of Businessmen.
The Jobs People
1730 K Street, N.W., Washington, D.C. 20006

Letters

Dear Sir:
You had asked for comments on
your July-August, 1972, issue of
Management Adviser, wherein the
entire issue was devoted to a re
view of the food industry.
I am sure that those that are
interested in the food industry
found the magazine of real value.
Although the concept of an in
depth review is certainly meaning
ful, it seems to me that the bene
fits cannot be derived by devoting
an entire issue of your regular
monthly magazine to such studies.
In the past, your magazine has
been an excellent value to me, but
if you were to pursue in-depth
studies as a regular routine, I would
find the magazine of much less
value.
Sincerely,
Lee J. Giuilano
Director of Business Management
Consumer Products Division
Motorola Inc.
Franklin Park, III.
November-December, 1972

Dear Sir:
I found the July-August issue of
your magazine most interesting be
cause in focusing on the marketing
problems of the processed food
industry valuable information was
supplied on many related operating
matters. I would welcome your
concentrating on the marketing
problems of a single industry from
time to time. Quite apart from my
personal preference, I think it will
not hurt the image of the profes
sion to spell out for the readership
the extent to which certified public
accountants are concerned with the
nitty-gritty of the facts behind the
figures.
Sincerely,
John Rapp
Louis Sternbach & Company
New York, N.Y.

Dear Sir:
Thank you very much for sending
along a copy of your July-August,
1972, Management Adviser.
We have read the publication
from cover to cover. I think that
you are to be congratulated on the
conception that you have relative
to talking about an industry in
depth. Certainly regular readers of
this publication will be pleased
with your efforts.
We certainly want to make it
clear that we are appreciative of
the mentions that were made in

this publication about frozen foods
and their importance to the food
service industry in helping them to
cut their operating costs. One of
the things that was absent in the
series of articles that were presented
was the complete story of the
wholesaler of the food items and
the extreme importance of his
function in the industry.
The publication just mentioned
the wholesaler very fleetingly in
the lead article by Neil Doppelt.
Thereafter, your publication talked
about the industry in general, the
retail grocer, the foodservice oper
ator, the manufacturer, and the
manufacturer’s broker agents, with
out touching on the very important
wholesale distributor, who really
becomes the financier, the door-todoor salesman, the warehouseman,
the transportation expert, and the
owner of the food products during
their flow from manufacturer to
end-user.
This is really not meant as a
criticism but perhaps, sometime in
the future, it would be possible
for us to assist you in developing
a feature story expressing the func
tions and importance of the whole
sale distributor.
Keep up the good work.
Most cordially,
Richard C. Funk,
Executive Director
National Frozen Food
Association, Inc.
Hershey, Pa.
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Thomas S. Dudick • Rises in Productivity .

................................................................... p. 19

The business executive interested in improving his
company’s profitability must be able to distinguish
between rises in productivity resulting from improved
methods and rises resulting from increased volume,

this author advises. Four methods for measuring pro
ductivity are reviewed: sales basis, units of output,
weighted units, and productivity trend control. The
executive must judge which fits best.

Harold I. Steinberg • Programing Your Budget

................................................................... p. 25

Earlier this year, this author explained how a PPBS
(Planning, Programing, Budgeting System) could be
used to meet current public school problems. But
implementation of a PPBS requires considerable time

and many school problems urgently need solutions. A
simpler approach, the Program Budget, does not offer
the broad scope of a PPBS, but it does provide mean
ingful understanding of the budget within a year.

John T. Reeve • So You’ve Been Elected Treasurer
Accountants and financial executives active in com
munity affairs often find themselves elected treasurers
of nonprofit organizations. Mr. Reeve, after 30 years

p. 36

of being elected treasurer of many different organi
zations, outlines some of the problems these posts
entail and what to do about them.

Hugh J. Watson • Financial Planning and Control ................................................................. p. 43
A probabilistic method of analysis of financial state
ments is superior to deterministic methods because
of the increased amount of information that is pro
vided for decision-making purposes, Dr. Watson main-

tains. The preparation of a pro forma income state
ment is used as an example of how probabilistic
simulation can be used to provide improved informa
tion for financial planning and control.
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Ralph M. DeBiasi • The “People” Factor in Profitability
Changing attitudes toward the concept of man and
his relation to work are influencing the way an organi
zation functions. The author believes it is time to
“humanize” the profit-planning process to make life

p. 49

easier and more productive for all echelons of man
agement. Managers must ask themselves, “Are the
goals realistic? Or will they simply tend to create
stress and pressure?”
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Lists, by author and by subject categories, all major articles published in Management Adviser this year.
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MANAGEMENT ADVISORY SERVICES FORUM

Gentlemen:
May I take this opportunity to
ask a few questions about accept
able ways of treating construction
contracts by a corporation which is
mainly in the retail business.
I work as an internal auditor for
a corporation which usually has
some construction going on. When
a contract is signed with a con
tractor, the corporation debits an
asset account and credits a liability
account. The contractor sends in
his bills as the various stages of
the construction are completed.
The corporation I work for then
debits the liability account and
credits cash. Usually a single con
struction costs well above a hundred

thousand dollars so that construc
tion in progress at any particular
time is material to its financial
position.
I think the above method is not
acceptable because at the time the
asset account is debited there is,
in fact, no asset to record, the same
argument can be made in respect
to the credit of a liability account.
Consequently, the corporation is
overstating both its asset position
and its liability. The manager of
the internal auditing department
agrees with me; he said that he
had tried several times to make
them change but that they will not.
We therefore think that we
should have some valid support
which can be shown in evidence,

i.e., a letter from the Institute or
reference to a textbook showing
the acceptable ways, before we can
ask them finally to change the
method. I have tried to find a rele
vant text but I could not find any.
I think the problem is so obvious
that many textbooks treat only the
ways that a contractor keeps his
books. I think the inventory of gen
erally accepted accounting prin
ciples too was silent on this
problem.
I will be grateful if you will let
me know if the present method is
satisfactory and, if not, the accept
able ways of treating construction.
Please refer me to relevant text
books if you think it will help.

PANEL OF ADVISERS:

Under the auspices of Management Adviser, a panel
of management services advisers from leading account
ing firms have agreed to answer to the best of their ability
questions about any area of management advisory services

with which readers would like help. Both questioners and
advisers will remain anonymous. One or more of the fol
lowing members of our panel are responsible for the
answers published in this department:

William E. Arnstein, Main Lafrentz & Co., New York
Philip L. Blumenthal, Geo. S. Olive & Co., Indian
apolis, Ind.
Roy A. Lindberg, J. H. Cohn & Company, Newark, N. J.

Arthur B. Toan, Jr., Price Waterhouse & Co., New York
H. G. Trentin, Arthur Andersen & Co., New York
Allen Weiss, Laventhol Krekstein Horwath & Horwath,
New York

4

Management Adviser

This answer to the question
posed came from the Eastern office
of a large regional firm:

The problem raised here is that
the assets and liabilities entered
into the accounts when the con
tract is signed overstate the true
situation. The solution, which is
extensively used in the contracting
and sub-contracting fields, is to net
the two accounts for statement
presentation purposes.
Below is an example:

A
CONTRACTS IN PROGRESS
(1)
$100

CASH
(2)

$40

B
LIABILITY FOR CONTRACTS
IN PROGRESS
(2) $40
(1)
$100

A and B are netted so that assets
and liabilities are not overstated.

STATEMENT OF OWNERSHIP, MAN
AGEMENT AND CIRCULATION (Act
of August 12, 1970; Section 3685,
Title 39, United States Code)

1. Title of Publication: Management
Adviser.
2. Date of Filing: Sept. 29, 1972.
3. Frequency of issue: Bi-monthly.
4. Location of known office of pub
lication: 666 Fifth Avenue, New York,
N.Y. 10019.
5. Location of the headquarters or
general business officers of the publishers:
666 Fifth Avenue, New York, N.Y. 10019.
6. Names and addresses of publisher,
editor, and managing editor:
Publisher, American Institute of Certi
fied Public Accountants.
Editor, Robert M. Smith, 666 Fifth
Avenue, New York, N. Y. 10019.
7. Owner (If owned by a corporation,,
its name and address must be stated and
also immediately thereunder the names
and addresses of stockholders owning or
holding 1 percent or more of total amount
of stock. If not owned by a corporation,
the names and addresses of the indi
vidual owners must be given. If owned
by a partnership or other unincorporated
firm, its name and address, as well as
that of each individual must he given.)
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(1)
(2)

$100 contract is let.
$ 40 is paid; netting A and B
gives a debit balance of
$40 for Contracts in
Progress, which is the
true factual situation.

By netting the Contracts in Prog
ress against Liabilities for Contracts
in Progress, after making entries
for any cash paid, the company will
be showing the actual assets that
it has and, through a memo ac
count, will have records of the total
contract and liability still to be
satisfied.
This reply was prepared by the
New York office of a national firm:

The usual way of handling con
struction of fixed assets is to make
no accounting entries which affect
financial statements when the con
tract is signed. However, for con
trol purposes, many companies
make memo entries on a project
budget sheet on which the amount
of the contract is gradually reduced
by the bills received. In addition,
it is highly desirable that financial

Name, The American Institute of Cer
tified Public Accountants, (a professional
association organized as a nonprofit, non
stock corporation), 666 Fifth Avenue,
New York, N. Y. 10019.
8. Known bondholders, mortgagees,
and other security holders owning or
holding 1 percent or more of total amount
of bonds, mortgages or other securities
(If there are none, so state): None.
10. For completion by nonprofit organi
zations authorized to mail at special rates
(Section 132.122, Postal Manual). The
purpose, function, and nonprofit status
of this organization and the exempt status
for Federal income tax purposes:
Have not changed during preceding
12 months.
11. Extent and nature of circulation.
A. Total no. copies printed (Net Press
Run). Average no. copies each issue dur
ing preceding 12 months: 19,978. Single
issue nearest to filing date: 19,686.
B. Paid circulation
1. Sales through dealers and car
riers, street vendors and counter sales.
Average no. copies each issue during
preceding 12 months: 22. Single issue
nearest to filing date: 75.
2. Mail subscriptions. Average no.
copies each issue during preceding 12

statements reflect as a footnote the
amount of outstanding purchase
commitments for fixed assets, if
unusual in amount.
When bills are received from
the contractor, the amount of the
bill is debited to the fixed asset
account and credited to accounts
payable. If work has been done
prior to the company being billed,
it would be proper to accrue the
estimated value of the work already
done. This would be particularly
true if the asset were put into use
prior to final billing. The project
budget would also reflect all bill
ings, but this is not part of the
financial accounting system. Of
course, payment of bills results in
a debit to accounts payable and
a credit to cash.
The method used by the com
pany is indeed an overstatement of
assets and liabilities although the
information given does not permit
a determination of materiality.
Possibly you should point out
that such offsetting overstatements
tend to hurt almost all the financial
ratios on which a company’s
strength is so often judged.

months: 15,850. Single issue nearest to
filing date: 14,294.
C. Total paid circulation. Average no.
copies each issue during preceding 12
months: 15,872. Single issue nearest to
filing date: 14,369.
D. Free distribution (including sam
ples) by mail, carrier or other means.
1. Samples, complimentary, and
other free copies. Average no. copies each
issue during preceding 12 months: 1,020.
Single issue nearest to filing date: 820.
2. Copies distributed to news
agents, but not sold. None.
E. Total distribution (Sum of C and
D). Average no. copies each issue dur
ing preceding 12 months: 16,892. Single
issue nearest to filing date: 15,189.
F. Office use, left-over, unaccounted,
spoiled after printing. Average no. cop
ies each issue during preceding 12
months: 3,086. Single issue nearest to
filing date: 4,497.
G. Total (Sum of E & F—should equal
net press run shown in A): Average no.
copies each issue during preceding 12
months: 19,978. Single issue nearest to
filing date: 19,686.
I certify that the statements made by
me above are correct and complete.

Robert M. Smith
(Signature of the editor)
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The pollution problem.
Maybe your engineers deserve a little help.
The engineers will be the ones to find
the technical solutions to pollution prob
lems. There’s no doubt about it.
But pollution is a people problem, too.
And the engineers’ technological ap
proach to pollution isn’t going to solve
people problems.
Maybe this booklet can help. It lists
some of the things all people can do to

fight pollution. And with all the people
supporting your engineers we’ll have a
better chance of winning the fight.
For a free copy or a list of bulk rates
write to Keep America Beautiful, Inc.,
Box 1771, Radio City Station, New
York, N.Y. 10020

Keep America Beautiful
Advertising contributed for the public good

People start pollution. People can stop it.
6
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people, events, techniques
Sales and Marketing vs. Finance: A Tie in Competition for Top Post;
Consultants Find Production Men Also Making Strong Bid for Presidency
Financial men, once the major
source of chief executives, are fac
ing keen competition for the top
spot from sales and marketing
men, according to a recent re
search project conducted by Go
lightly & Co. International, Inc.,
New York.
The management consulting firm
took the top 100 companies on the
FORTUNE 500 list and researched
the backgrounds of their chief ex
ecutives. It used published sources,
such as Who’s Who, and telephone
calls to the companies.
Golightly found that in the per
iod 1968-72 the presidents of these
100 companies were: 22 per cent
sales and marketing men, 22 per
November-December, 1972

cent financial men, 19 per cent pro
duction and manufacturing men,
12 per cent lawyers, 9 per cent
general management men, 9 per
cent engineering men, 6 per cent
research and development men,
and 1 per cent men from govern
ment or military service.
Sales and marketing comeback

According to the Golightly re
search, financial men made their
way most often to the top execu
tive post in the period 1963-67, at
which time 24 per cent of the com
pany presidents were from finance
and only 18 per cent were from
sales and marketing. However, back

in 1953-57, 29 per cent of the pres
idents were from sales and market
ing while only 12 per cent were
from finance.
Henry O. Golightly, the firm’s
president, explained, “The changes
in the kinds of presidents compa
nies select undoubtedly reflect a
basic change in corporate thinking
as well as changing conditions. In
the post-World War II era, the
financial man rose to prominence
because his expertise was needed
as companies grew through merg
ers and acquisitions. But now this
kind of growth has lost a great
deal of its appeal. Instead, many
companies are looking for ways to
earn more profit by doing a better
7

job with their existing businesses.
This means marketing more com
petitively and operating more pro
ductively.”
The firm’s president also pointed
out that, “Apart from the rise of
marketing men, many forecasters
will be surprised by the new surge
of the production discipline, which
had been in decline since World
War II.” In 1968-72 production and
manufacturing men comprised 19
per cent of the chief executives, a
percentage they last reached in the
period 1948-52, according to the
Golightly findings.
The researchers also found that
of the 100 companies studied, 43
made one or more presidential
changes during the past five years
and one switched to a multi-presi
dent structure. These companies
accounted for 100 top executive
changes, a much higher figure than
totals for earlier post-war years, the
firm observes.
Of the 56 companies that stayed
with one president during the latest
five-year period, 14 retained finan
cial men, 12 marketing men, 10
men trained in law, and 20 main
tained men of varying back
grounds.

Law School Centennial, June 17,
1972.
“And even if it were practicable,
we should still have to question the
validity of such an exercise. As an
institutional investor, our first obli
gation is to maximize that portion
of our policyholders’ premium dol
lars available for investment.”
But Hancock has set up an en
vironmental investment policy that
it believes is in the best interests
of its funds and the state of the en
vironment, Mr. Bleicken said.
“Actually, if criteria were set
solely on the basis of price-earnings
ratio, it is unlikely that such in
vestment decisions would vary sub
stantially from those based on more
idealistic concepts,” he explained.
“Given the present climate of
social and environmental ferment,
and the legal instrument of enforce
ment, it is reasonable to expect that
those companies which fail to com
ply with pollution laws or employ
ment regulations are poor invest
ment risks.”

Pollution Guidelines
Need Clarification,
AMA Survey Finds

Insurance Executive

Urges Social Concern
When Practicable
Although social responsibility is
subscribed to by John Hancock
Mutual Life Insurance Company,
it does not claim to have a portfolio
that is free of socially irresponsible
organizations. According to the in
surance company’s chairman and
chief executive officer, Gerhard D.
Bleicken, there are formidable ob
stacles to creating a socially con
scious portfolio.
“While insurance companies es
sentially invest in long-term debt
and equities, the feasibility of keep
ing current a dossier on the social
and ecological performance of
every issue traded in the market is
inconceivable,” Mr. Bleicken said,
addressing the Boston University
8

Manufacturing executives do ac
cept responsibility for improving
the environment, but believe the
Environmental Protection Agency
should establish clearer effluent
guidelines and monitoring require
ments, a recent American Man
agement Association report says.
The report, Toward Effective
and Equitable Pollution Control
Regulation by Frederick D. Bug
gie and Bichard Gurman, is based
on a survey conducted in January,
1972. Usable replies were obtained
from 262 executives out of a ran
dom list of 3,100 company officers
and department heads enrolled in
the AMA’s Manufacturing Division.
Sixty-three per cent of the sur
vey’s respondents believe their cor
porate image has suffered because
of news reporting on pollution of
the environment resulting from
their manufacturing operations. This

would seem to indicate, given the
small size of the survey’s response,
that the AMA’s respondents did
not represent an average sampling
of manufacturers.
Taking this fact into considera
tion, Messrs. Buggie and Gurman
write, “The overall impression cre
ated by the comments of respond
ents is that the polluters are on the
regulators’ side, willing to do their
best to help solve the problem.”
The responding executives felt
the most serious administrative
problem is the duplication and
overlapping of jurisdictions be
tween Federal and state authori
ties. Overlapping regulations by
Federal and state agencies were
listed by 54 per cent of the execu
tives as a compliance problem.
The executives also complained
of inconsistency by individual reg
ulatory authorities. Forty-five per
cent complained of inconsistency in
the activities of the Federal Gov
ernment, 34 per cent of the state
government, and 12 per cent of the
local government.
Of the 262 respondents, 92 com
plained of too many forms to fill
out.
For the manufacturers’ part, half
of the surveyed companies either
had a formal written policy cover
ing pollution control in their or
ganization or were in the process
of drafting one.
Messrs. Buggie and Gurman
comment, “The subsidiary objec
tive of visible, published policies—
their public relations value—is quite
important in the pollution control
area in solving the whole [image]
problem. It is unfortunate, how
ever, that half the respondents not
only do not have a written policy,
but do not plan one.”
The AMA report contains infor
mation from secondary sources that
provides a background to the sur
vey.
Copies of Toward Effective and
Equitable Pollution Control Regu
lation, a 41-page study, published
on recycled paper, can be obtained
from the AMA at $5.00 a copy for
AMA members and $7.50 for non
members.
Management Adviser

Trial Delayed in IBM—Justice Dept. Monopoly Case;
Computer Giant Threatened with Divestiture

IBM and the Justice Department
are renewing their four-year-old
battle over whether the company
is or is not a monopoly.
Within the past month, IBM first
tried to delay any opening of a trial
until after the November presiden
tial election, was denied, and then,
after a weekend when its attorneys
had time to study Justice Depart
ment affidavits, moved for an im
mediate trial on the original charges,
which date from the closing days
of the Johnson Administration.
The particular issue is whether
IBM has such a disproportionate
share of the computer market that
in effect it has a monopoly of that
market.
IBM claims figures outdated

IBM’s contention is that the suit,
filed in 1969, was based then on a
1967 survey of several computer
manufacturers that indicated IBM
controlled about 70 per cent of the
market. IBM says its own survey,
based on a 1971 census of 1,751
consumers, shows that its share of
the market now amounts to some
thing between 38 and 57 per cent
of the market.
Although IBM had first tried to
delay the public statement of what
the Justice Department goals were
until after the Presidential election
on November 7, it was unsuccess
ful; the Justice Department’s goals
were announced on October 16.
IBM said it had feared that with
out such a delay, the case would
become a political “football” in the
closing weeks of the election cam
paign.
Thomas D. Barr, attorney for
IBM, noting that the case was first
filed on the last day of the Johnson
Administration, said he thought the
political currents existing in early
October might lead the Justice De
partment lawyers to produce ulti
matums, non-negotiable demands,
November-December, 1972

rather than proposals that could
become the basis for an out-ofcourt settlement.
David N. Edelstein, chief judge,
calling the IBM allegation that
the case had political implications
appalling, denied the IBM motion
for delay of the public statement of
objectives, and ordered each side to
have statements prepared for the
following Monday, October 16.
On the 16th, the Justice Depart
ment said that its aim was to
split IBM into a number of inde
pendent companies, but said that it
was unable at the time to ask the
precise measures of relief needed
to counter IBM’s alleged monopoly.
IBM, which only the previous
week had sought to delay the trial
until after the elections, now seemed
to want to accelerate the trial (each
side had had a chance to study the
other’s arguments over the October
14 weekend), provided that the
trial were concerned with the issue
of IBM’s alleged monopoly solely.
Mr. Barr, the IBM attorney,
charged that the Justice Depart
ment, had “changed the ball game”
by introducing new issues other
than the alleged monopoly.
Government avoids quick trial

Now it was the Justice Depart
ment’s turn to back away from an
early trial. Raymond M. Carlson,
attorney for the Justice Depart
ment, said that his department
hadn’t yet had a chance to gain
enough information about IBM and
the computer market generally to
go to trial.
Mr. Barr, who had previously
noted his surprise that the Govern
ment had no specific proposals for
relief, noted that the case had been
under investigation by the Justice
Department for six years and un
der litigation for four and that Jus
tice still couldn’t tell the company
what it wanted in the way of relief.

“I would be very unhappy,” Mr.
Barr told the court, “if anybody
should infer that the reason the
case isn’t ready for trial is any
body’s fault but the Government’s
... I am suggesting that the Gov
ernment is moving away from trial
rather than toward it.”
He also accused the Justice De
partment of wishing to delay the
trial because the Government “just
doesn’t have a case.”
Background of the IBM charge
that the Government is now trying
to introduce new issues into the
four-year-old case is the fact that
under the original complaint filed
by the Johnson Administration on
its last day in office, court-approved
divestiture procedures to reverse
alleged monopolistic practices in
the United States market had been
asked. On the pre-trial hearing on
the 16th, the IBM attorney charged
that the Government was now at
tempting to extend the divestiture
proposal to include IBM’s interna
tional operations, which were not
covered in the original suit.
The Justice Department attorney
replied that new issues would in
evitably arise during the pretrial
period as the Justice Department
becomes more familiar with the in
dustry.
The effect on the stock market of
all the legal maneuvers was pre
dictable. IBM stock skidded $14.50
on Monday, the 16th, even though
trading in the stock was halted for
three hours on the New York ex
change.
A final note on the uproar the
case is causing. The Wall Street
Journal reports that there is a great
deal of difficulty in finding Federal
judges who aren’t IBM stockhold
ers and thus must disqualify them
selves from the case. Two members
of the Federal Court of Appeals in
New York disqualified themselves
in the pre-trial rulings in New York
in October; there reportedly is some
trouble in forming a three-judge
panel to decide the matter if and
when the case comes to trial, and
three members of the Supreme
Court have disqualified themselves
from other cases involving IBM.
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Code of Business Conduct Urged

In Response to Consumerist Demands
Consumerism is reforming the
marketplace, Howard C. Harder,
chairman of the board and chief
executive officer of CPC Interna
tional Inc., a major food processing
company, told the Eighth Interna
tional Congress on Food Distribu
tion June 28 in Vienna.
“There is no way we can long
remain in business without the con
tinuing approval of our customers,
without their appreciation of the
worth of our goods and our services
and our role in society,” Mr. Har
der said. “Seen in this light, con
sumerism is not alone an appeal to
the conscience of the businessman,
but a reminder to heed his welldeveloped sense of the pragmatic.”
He said it is the responsibility of
leaders of commerce and industry
to respond to the consumer by in
novating and implementing needed
changes before Government action
compels them to.
Code of business conduct

“I look forward, therefore, to the
time when an international confer
ence of the world’s consumer in
dustries can be convened to pro
pound a code of business conduct
—a code applicable to manufactur
ers, distributors, and service indus
tries, a code assembled by repre
sentatives of every consumer indus
try and every nation, with the par
ticipation of authorities on consu
mer affairs from governments and
consumer organizations,” CPC’s
chairman said.
In the meantime, he proposed
that the international food industry
set about formulating its own code
as a model to other industries. The
code would serve as a pledge to
consumers, he said.
“This statement of principles for
the food industry would advance
constructive positions on such issue
areas as advertising and marketing
.. . packaging and labeling.. . prod
uct information . . . nutrition edu
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cation and information . . . food
safety and wholesomeness . . . as
sistance to disadvantaged consum
ers .. . complaint handling . . .
consumer remedies — all areas in
which business has fundamental,
and in some cases, unexercised, ob
ligations,” Mr. Harder said.
The CPC executive said that he
hoped a final document of this sort
could be developed by the time the
Ninth International Congress on
Food Distribution meets in 1975 so
that it could be considered and
acted upon at that time.

Teacher Criticizes
‘Split Personality’

O£ Antitrust Laws
The dual goals of protecting both
competitors and consumers have
led to a contradictory antitrust poli
cy, maintains G. William Trivoli,
associate professor of finance at the
University of Akron’s College of
Business Administration.
Writing in the University of Ak
ron Law Review, Dr. Trivoli says,
“At minimum this ‘split personality’
has resulted in extreme confusion
among both businessmen and en
forcers.”
He criticizes the Federal Trade
Commission’s policy of preventing
mergers among conglomerates and
other aggressive growth firms based
on monopolization or potential
harm to competitors that may re
sult.
Competition reduced

According to Dr. Trivoli, “The
effect of this policy is often to re
duce competition, rather than in
crease it. The position of the lar
gest firms in an oligopoly—where
four or fewer firms control 70 per
cent of a product market—may be

come even more secure if a poten
tial competitor is kept from enter
ing the market. This indiscriminate
attack on all mergers in oligopoly
industries is apparently based on
the belief that overall concentration
is increasing over time. Unfortu
nately, empirical evidence fails to
support this contention.”
While Dr. Trivoli is against any
new antitrust legislation, he is also
against some of the existing exemp
tions to antitrust laws. He claims
that the proliferation of these ex
emptions “spreads disrespect for the
laws and blunts their effectiveness.”
He says that many of the ex
emptions to antitrust laws were re
lated to conditions prevailing in
the Great Depression or wartime.
“The conditions under which ex
emptions were granted to farm
marketing cooperatives, as one ex
ample, have long ceased to exist,”
Dr. Trivoli writes. “And the special
wartime exemptions are dangerous
because these collusive agreements
are often carried over into peace
time, encouraging the growth of a
giant military - industrial complex
with vested interests in its own sur
vival.”

Middle Managers
Contemplate Union—

1/3 Might Join
More than one out of every three
middle managers responding to a
recent American Management As
sociation questionnaire said he
would join or consider joining a
manager’s union.
An AMA research team found
increasing restlessness in the ranks
of the middle managers. The team’s
findings were based on a question
naire survey sent to about 3,000
personnel executives and about
3,000 people in business whose
title included the word “manager.”
It seems that managers must be
interested in the unionization ques
tion because the research team re
ceived 1,108 replies by its cutoff
Management Adviser

Managers Do Not Expect Unions to Fulfill Their Higher Needs . . .
date, and more afterwards. Out of
approximately 6,000 questionnaires
sent, that is a pretty good return
rate.
Fifty-one per cent of the man
agers surveyed believe that man
agement unionization is in the
wind and 80 per cent of these be
lieve it will come within this dec
ade, the AMA report states.
James L. Hayes, AMA president
and chief executive officer, com
mented, “I would not be surprised
by the coming of management un
ionization, if management develop
ment on the middle-management
level is not taken more seriously
than it is at present.”

Meshing of objectives needed

He observed that in most organi
zations, the needs for individual
achievement and corporate objec
tives run on different tracks: “We
must make the two more compat
ible. The two must share a com
mon objective, a common mission.”
An analysis by age of the AMA
survey respondents showed that: 50
per cent of the managers under 30
would consider joining a union; 32
per cent between the ages of 30
and 39 would consider it; 36 per
cent aged 40 to 49; 35 per cent
aged 50 to 59; and 14 per cent over
60.
The AMA researchers found,
“All respondents agree that unionrepresented managers would have
a difficult time indeed advancing
to top management positions.
“Organizations are not likely to
select corporate officers and other
top executives from the ranks of
union managers. Ambitious man
agers with an eye on the executive
suite will do well to carefully con
sider this potential disadvantage of
union membership if managers’ un
ions ever do become commonplace.”
The responding managers who
said they would join a union men
tioned most often the potential
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benefits of improved job security,
fringe benefits, salaries, and morale.
Both the personnel executives sur
veyed and the managers agreed
that “unionization would increase
the likelihood that managers would
be more candid with top manage
ment,” the AMA study says.
“It is particularly interesting to
note that managers do not expect
much from unionization with re
spect to fulfillment of their higher
needs . . . these responses suggest
that managers generally believe
that unionization would result in
their further alienation from the
real management process even
though their salaries, benefits, work
ing conditions, and similar needs
might be substantially better satis
fied,” the AMA researchers con
cluded.

The study points out that organ
ized labor shows little interest in
organizing management employees.
However, the researchers point out
that professional managerial so
cieties do have the potential to suc
cessfully represent the managers’
interest in their working conditions.
Of course, this would “depend large
ly on the degree of militancy dem
onstrated by such organizations,”
they add.
“Manager Unions?,” a 31-page
study by Alfred T. DeMaria, Dale
Tarnowieski, and Richard Gurman,
is available from the American
Management Association, 135 West
50th Street, New York, N.Y. 10020.
It is priced at $5.00 a copy for
AMA members and $7.50 a copy
for nonmembers.

Compensation Practices of FORTUNE 100 Reviewed:
Trend to Combination Stock Options Noted
Industrial executive compensa
tion programs are moving toward
more flexible stock option plans, a
study compiled by Towers, Perrin,
Forster, & Crosby, management
consultants, finds.
The management consulting firm
reviewed publicly available infor
mation on compensation practices
of the top 100 companies in the
FORTUNE ranking for 1972. The
researchers were unable to get in
formation about Western Electric’s
program, so they substituted infor
mation on the 101st rank company,
Inland Steel.
“This trend toward the combi
nation stock options may be inter
preted as industry’s response to the
Tax Reform Act of 1969 and the
1970 stock market slump,” TPF/C
comments. “Within the parameters
of this technique, an individual ex
ecutive can maximize both his in
vestment opportunities and after
tax benefits.”
Among the firm’s findings were

that 85 companies grant stock op
tions; 29 of these grant only quali
fied options, two only non-qualified,
and the other 54 grant both.
Thirty-three companies report
provision for restricted stock in
their compensation programs. The
restricted stock is provided for in
incentive awards only in 24 com
panies, in stock options only in four
companies, and in both incentive
awards and stock options in five
companies, TPF & C states.
Eighty companies have provision
for short-term incentive awards, the
firm reports. Nineteen of these pay
all awards currently, four defer
payments of all awards, and 57 use
some combination of current and
deferred awards.
Copies of the report, “Executive
Bonus Awards and Stock Options
in the Top 100 U.S. Industrial Com
panies,” are available from Towers,
Perrin, Forster & Crosby, Three
Penn Center, Philadelphia, Pa.
19102.
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For the Management Consultant —

Accountants’ Independence in MAS Challenged;

ICC Tells Rails to Report MAS, Audit Fees Separately
In what is believed to be a prec
edent - setting action, a Govern
mental regulatory commission has
raised the MAS: auditing indepen
dence question in one of its recent
rulings.
On July 17 the Interstate Com
merce Commission decided that it
would revise its annual report
schedule 563 for Class 1 railroads
to include the following instruc
tion: “Payments to the independent
public accountant reporting of the
respondent’s annual report to the
Commission shall be subdivided
to show separately the amount paid
for auditing and the total amount
paid for other types of management
services such as, but not limited to,
compensation plans, pension plans,
forecasts and budgets, and tax ad
vice.
“All carriers, whether payments
aggregate more or less than $30,000, shall answer the following
question.
“Did the independent accountant
reporting on the respondent’s an
nual report provide any manage
ment services other than auditing?
Specify. Yes . . . No . . .”
Amount of MAS important

In its published discussion of the
modified instruction the ICC stated,
“We agree that disclosure of par
ticular management services may
involve a problem of confidenti
ality, but we, nevertheless, believe
that the degree to which public
accountants are providing services
other than auditing is an important
factor in determining the indepen
dence of the accountant in per
forming his auditing functions.
“Accordingly, we have modified
Instruction 4 so that carriers are
required only to report the total
amount paid for other management
services rather than show separate
amounts paid for each type of man
agement service.”
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The ICC's new reporting require
ment will become effective with the
reports for the year ending Decem
ber 31, 1972.

EDP Line Operations

Productivity Key,

ADL Newsletter Says
Additional attention to the mun
dane details of computer center
operations can increase that data
processing department’s productiv
ity up to 30 per cent, advises ADL
Systems, Inc., in a recent issue of
its newsletter, The Casebook.
The six “line” operations in a data
processing department are data
preparation, data control, schedul
ing and staging, machine opera
tions, output control, and work de
livery, ADL explains. Attention to
all these line areas is necessary to
achieve the full productive poten
tial of EDP hardware, the firm
says.
ADL suggests that the Peter
Principle (i.e., in a hierarchy every
employee tends to rise to his level
of incompetence) be avoided in
the EDP department by providing
a career path within the computer
operations function, rather than
promoting employees from opera
tions into programing and then into
systems design.
“Many fine operations personnel
have been converted into marginal
programmers,” the newsletter says.
The ten most common indicators
of poor operations activities in an
EDP center are, ADL says: regular
delays in routine production work;
high level of job reruns; regular
need to schedule extra machine
time because of unplanned job
overflows; consistent requests for
more hardware, or complaints of
hardware inadequacy; high rate of
operations staff turnover.
Also: general appearance of lack

of orderliness of physical plant;
lack of clear development pro
grams just for operations personnel;
chronic high level of keypunch or
data entry errors; high level of re
ported hardware failure or mainte
nance problems; and limited num
ber of internal department mea
surement procedures.
ADL suggests that to identify
and start correcting computer cen
ter weaknesses the manager ob
serve the operations area during
peak work hours to “get the feel”
of the efficiency of his production
areas. The firm further suggests
that the manager review internal
paperwork, including job control
reports, performance measurement
charts, scheduling documents, work
load forecasts, and the labels on
tapes and disks.
Some common housekeeping
items if overlooked can mean many
hours of idle machine time, ADL
points out. “Most computer opera
tors can recall instances such as
the discovery, at 2:30 a.m., that
there are no more printer ribbons
to complete the eight-hour print-run
then in process,” the firm observes.
ADL Systems, Inc., is a subsidiary
of Arthur D. Little, Inc., located
in Acorn Park, Cambridge, Mass.
02140.

The annual Lester Witte
Foundation award for the best
article “promoting or exem
plifying the practice of man
agement services in a small
or medium-size firm” was pre
sented this year to Dr. Wil
liam L. Kendig, of the Univer
sity of Maryland, and Thomas
D. Johnson, management con
sultant, for their article, “De
veloping Systematic Reporting
Structures,” which appeared
in the January-February, 1972,
issue of Management Ad
viser. The award, a plaque
and a check for $100.00, was
made on October 4 at the
AICPA annual meeting in
Denver, Colo., by William O.
Doherty, director of publica
tions for the AICPA.
Management Adviser

‘The Godfather’
Must Be Doing
Something Right
The Mafia is better organized
than many large corporations, says
A. J. Tasca, manager of corporate
manpower development for Con
trol Data Corp., Minneapolis,
Minn.
Speaking at a conference spon
sored by the School of Business at
California State University, San
Jose, September 7, he said that
while the Mafia only has three or
four levels of management, today’s
large corporations have up to ten.
Since a Mafia decision passes
through fewer levels, there’s less
chance for error, he stated, accord
ing to an Associated Press report.
Fringe benefits

Mr. Tasca failed to point out an
other advantage of this simplified
management structure: Because of
their limited chances for advance
ment, junior Mafia members have
seen to it that Mafia executives do
not need a pension plan.
The Control Data executive was
born in Sicily and has spent some
time studying the Mafia. Although
he thinks its organization chart has
merit, he does not recommend the
Mafia’s method of merger and ac
quisition (i.e., making an offer
“they cant refuse”).
Relatives must prove themselves

Nepotism and favoritism are
more powerful in private business
than in the Mafia, Mr. Tasca
claims. In the Mafia, a boss can get
his relative an initial job “but he
has to perform or the organization
will do away with him,” Mr. Tasca
explained.
Also the Mafia’s axed employees
do not collect severance pay.
Mr. Tasca said the Mafia’s deci
sions are much more businesslike
than private industry’s because the
boss does not fraternize with his
employees, just with other bosses.
Obviously, Mr. Tasca does not
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give credence to the Italian-Amer
ican civil rights groups’ claims that
the Mafia no longer exists. Perhaps,
he concludes, its overseas operations
are just keeping a low profile.

Prison Computer Aids

Inmate Rehabilitation

And State Paperwork
A computer has been sent to
prison. It is in the Massachusetts
Correctional Institution in Walpole
where inmates are using it to study
computer programing and mainte
nance.
For five years Honeywell, Inc.,
has been teaching a group of in
mates programing and now the
company has decided to perma
nently lend them a computer, a
Honeywell Model 55. This will en
able the company to train inmates
as computer operators and repair
men, besides enriching the pro
graming course.
Ben DeChristoforo, inmate co
ordinator of the computer program,
estimated that the inmate pro
gramers have already produced
more than $900,000 worth of pro
graming work for various state de
partments.
Low percentage of recidivism

Malcolm D. Smith, who was in
charge of setting up the inmate pro
gram for Honeywell, pointed out,
another payoff of the project: “Of
the 63 [inmates] who have been
paroled, some 45 had completed
enough training to fully qualify as
programers. We know that about
18 of these men currently hold posi
tions as professional programers.
Others have done some program
ing but have followed other career
paths. A gratifying result is that
the recidivism rate of the entire
group has been only 4½ per cent
compared to a national rate of 68
per cent.”
Honeywell has hired four pro
gramers from this group and as

signed them advanced software de
velopment work.
In the first phase of the Walpole
computer program inmates work at
other prison jobs in the morning
and then in the afternoon attend
programing classes taught by other
prisoners who have completed the
course.
When the course is successfully
completed, the graduate becomes a
full-time programer. The Walpole
programers have complete respon
sibility for conducting classes for
students in the first phase of the
program and for the professional
programing work done for the state.

Task Force Method
Recommended for

Today’s Organizations
Temporary organizational struc
tures may best suit the motivation
al needs of workers over the next
20 years, Lloyd P. Johnson, execu
tive vice president and administra
tor of Security Pacific Bank’s
Northern California Headquarters,
said recently.
Business must reflect the current
and forthcoming changes in Amer
ican society and should be flexible
in its own structure, he told a group
of managers, the Active 20-30 Club
of Santa Rosa.
“In the future, we can expect an
increasingly mobile population and
a more educated and specialized
work force,” Mr. Johnson said.
“People have already begun — and
will continue — to seek more par
ticipation, involvement, and au
tonomy in their work. This will
result in the need for more ‘tem
porary’ organizational structure in
business.”
Temporary organizational struc
tures, according to Mr. Johnson,
are task forces assembled to per
form specified duties within a busi
ness. These structures can adapt
more quickly and effectively to
change than rigid conventional or
ganizations can, he contends.
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“More emphasis will be placed
on professional skills and training
of employees, rather than previous
ly established rank and roles. The
task force method of organization
will draw together experts in dif
ferent departments to cope with the
problems,” Mr. Johnson explained.
Man naturally a problem solver

“In the task force system, em
ployees will cross the traditional
boundaries of their job descriptions
and work together on special as
signments, impacting the total bus
iness,” he said.
According to Mr. Johnson, man
is a problem solver by nature.
These temporary organizational
structures will provide the most
effective way for management to
utilize the talent of employees,
while providing a more broad
based participation for the employ
ees, he believes.
Mr. Johnson concluded, “The pri
mary challenge for management
will be to create jobs and work
environments which will stimulate
employees, and to establish a flex
ible organizational structure.”

Don’t Expect Too Much

From Your Computer,
Honeywell Director Says
Some managers suffer from a
“wish fulfillment syndrome,” i.e.,
they expect too much from their
computer systems, says Jerome
Kanter, director of product market
ing for Honeywell’s North American
computer operations.
To alleviate the managers’ prob
lem, Mr. Kanter has written Man
agement-Oriented Management In
formation Systems, Prentice-Hall,
$11.50.
Mr. Kanter said, “The purpose of
this book is to put management in
formation systems in perspective so
that business managers can under
stand what such systems can do
and—equally important—understand
what they cannot do.”
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Diebold Sees Software
Evolving to Match
Revolutionary Hardware
Although computer hardware de
velopment has been revolutionary,
software development is following
an evolutionary path, the Diebold
Research Program, New York,
pointed out recently in a report to
its sponsors.
In a study called “Software in
the 1970’s” Diebold predicts that
if the age of remote computing is
to come about, the interaction be
tween man and machine must be
simplified. More specifically, the
interaction between machines and
programers, operations personnel,
maintenance personnel, and nonprogramers.
Remote computing is already be
ing used by stockbrokers for finan
cial analysis, current market condi
tions, and the status of a customer’s
portfolio.
The system asks questions

Diebold also predicts that auto
matic programing will be developed
that will allow the terminal user to
tell the terminal what is needed in
a natural form of language. Then
the system will query the user, de
velop the necessary program, exe
cute it, and provide the desired
results.
By 1972, over 50 per cent of sys
tems shipped will be in the remote
computing class, Diebold says.
The firm says that inefficiency of
the software system is decreasing
and by late 1974 there will be a
drop in the cost per line of code,
now estimated at $10. According to
Diebold, the decrease will be
brought, about by: operating in a
“virtual memory” environment (see
M/A, Sept.-Oct., ’72, p. 13); the use
of programing aids and higher level
languages; and implementation of
software functions in hardware.
Before the end of the decade the
programer’s role can be simplified,
the firm says. This will be made
possible by the development of

tools to automate proof of correct
ness of programs, the management
consulting firm says.
The Diebold Research Program
is sponsored by more than 160
major U.S. and foreign corpora
tions. Its reports are issued to its
sponsors only.

Management Courses
For Small Businessmen
Called Urgent Need
The greatest need of small busi
ness is management assistance,
writes Harold K. Charlesworth in a
recent issue of MSU Business Top
ics. He claims that poor manage
ment is the chief reason for the
early demise of so many small con
cerns.
Mr. Charlesworth, director of the
University of Kentucky’s Office of
Business Development and Gov
ernment Services, notes that onethird of all business starts in the
past decade were discontinued
within a year, and two-thirds were
discontinued within five years. He
disagrees with those who believe
this attrition is healthy and normal
in a market-oriented economy.
Failures hurt national growth

“This cavalier attitude hardly is
justified when it is recognized that
both the probability of the busi
ness failure rate and the number of
discontinuances have a heavy im
pact on sustained and rapid na
tional growth,” Mr. Charlesworth
maintains.
His recommendation is that the
Small
Business
Administration
should shift its priorities from direct
financial assistance to management
training and counseling. Only 73
of the SBA’s 4,000 employees are
currently assigned to offering man
agement assistance, he notes.
Mr. Charlesworth suggests that
financial assistance be given by the
SBA to educational institutions for
funding staffs of management conManagement Adviser

suitants to add to their faculties.
“Universities and colleges are in
a better position than Federal agen
cies to identify small business prob
lems and to develop appropriate
solutions, given the sociocultural
environment facing small business.
The SBA’s role should be that of a
catalyst and expediter of manage
ment assistance programs rather
than a participant,” the University
of Kentucky business educator con
cludes.

Computer Estimates

Replace Appalachian
Meter Readers
A small electric utility, in the
heart of Appalachia, has emerged
with the ultimate sophistication in
computer innovations. Not only
does its Westinghouse 2500 handle
materials inventory control, payroll
cost accounting, electric power out
ages reporting and engineering an
alyses, it also has eliminated the
need for meter readers.
How? Powell Valley Electric Co
operative asks its 14,000 customers
in southern Virginia and northern
Tennessee to read their own meters
and mail in a card giving the pres
ent reading each month. The com
puter compares the reported read
ing against historical records to get
a “reasonability check” on the re
ported reading, and prepares a bill
using the customer report as cor
rect.
For the invariable customer who
either forgets to mail in his meter
reading or whose reports seem un
reasonable to the computer (about
one per cent of the company’s cus
tomers ) the machine estimates what
the reading should be on the basis
of each customer’s history and
mails an estimated bill to each.
“Savings which result from this
billing technique,” says Ralph
Miner, Powell Valley’s general man
ager, “more than cover the cost of
the computer. Everything else we
get from the computer is essen
tially free.”
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EDP Center Flooded?
Spread Wet Tapes

To Dry Via Air Flow
Here’s some more advice on how
to handle flood-soaked computer
records: place wet tape reels in a
low-humidity area with air flow to
assist evaporation, Computer-Link
Corporation, Burlington, Mass.,
counsels.
This advice is the opposite of
Eastman Kodak’s for wet micro
film, i.e., keep the reels soaking
(see M/A, September-October/ ’72,
p. 7).
Computer-Link has made a re
port on cleaning techniques and
the factors of age, application, and
performance at 1600 bytes per inch.
The report is available from the
company at 14 Cambridge Street,
Burlington, Mass. 01803.
While the tapes are drying, reel
sides that are touching the tape
pack should be spread apart with
the rubber grommets supplied by
tape vendors, Computer-Link says.
This enables air to flow through the
tape pack. When there is no sur
face moisture visible, the tapes can
be cleaned and returned to use, the
company says.
When this process has been
rushed, “tape damage has occurred
because of overheating of the oxide
and because of excess tension,
caused by wet tape sticking to
itself and the drives,” ComputerLink explains.

Minicomputer Advantages
For Small Clients

Cited by Recomp Head
Certified public accountants and
their smaller clients are turning in
increasing numbers to the use of
minicomputers, Lewis J. Blum,
president of Recomp Systems, Inc.,
said recently in an interview in
New York. Minicomputers do offer
a great deal to smaller firms, such
as retail stores, he said, but they
also offer great perils unless the

purchase, installation, and neces
sary programing are done scrupu
lously and well.
Because minicomputers are a
comparatively recent development,
many accountants do not know as
much about them as they do about
the IBM and UNIVAC giants.
Minis economically justified

Minicomputers sold to the client
by a reputable company seem to
make sense, he said. They can be
located on the client’s premises,
where they can prepare statements
and age accounts receivable, create
a payables ledger, prepare vendor
and expense checks, prepare the
payroll register, do the monthly
trial balance, general ledger and
financial statement, as well as pre
pare sales analyses, commission
reports, and inventory and control
unit reports.
They can be economically justi
fied, too, he said, since the number
of openings on the office staff that
can be eliminated will usually off
set the cost of the minicomputer
and its staff, and the additional in
formation received will benefit the
client company.
“It seems to be the answer for
the client who is too small to afford
a large computer and too large to
continue with its present clerical
systems and methods,” he went on.
Beware total failure

But there are caveats.
“While the minicomputer may
turn out to be everything hoped
for and promised,” Blum said,
“there is also an excellent chance
that it will not. If the installation is
a partial failure, it may simply be a
costly but remediable mistake, but
if the installation is a total failure
it can be tragic in its consequences
for a small company without the
financial resources to withstand the
costs that have been incurred.”
Recomp Systems is a wholly
owned subsidiary of the Allied
Stores Corp., and also markets data
services for the Provident National
Bank of Philadelphia.
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For the Executive in Finance —

Future Increases in Social Security Benefits

Call for Pension Plan Reassessment, Says TPF&C

Forthcoming increases in Social
Security benefits call for a reassess
ment of private pension plans, the
consulting firm of Towers, Perrin,
Forster & Crosby advises in a re
cent issue of its newsletter.
Specifically, the changes in the
Social Security Act that TPF&C is
referring to are: “a 20 per cent
across-the-board increase; automa
tic upward benefit adjustments to
reflect increases of three per cent
or more in the Consumer Price In
dex; and modification of future tax
rate increases and automatic up
ward adjustment of the Social Se
curity Tax/Benefits Base as general
wage levels climb.”
The consultants say, “Histori
cally, private pensions have been
utilized to supplement Social Se
curity, which has often been con
sidered inadequate. In light of the
forthcoming Social Security benefit
increases, however, total retirement
incomes from Social Security and
private pension plans may well ex
ceed the benefit objectives estab
lished by many organizations (par
ticularly for lower-paid employes)."
.
More earnings after retirement

According to the newsletter, “the
improvements in Social Security
benefits may actually allow some
individuals to enjoy higher stand
ards of living after retirement than
before.”
TPF&C advises companies to re
examine benefit plans “with a view
toward developing programs that
avoid overly generous benefit levels
and exorbitant employee and com
pany costs.”
The consulting firm believes that
after a review of existing plans,
many organizations will want to
reduce private pension benefits or
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modify disability and death bene
fits. However, if reductions are de
cided upon, severe criticism from
employees, legislators, and the gen
eral public should be anticipated,
the firm says.
“Highly sensitive communica
tions efforts will be essential to ex
plain the reasons for such actions,”
TPF&C warns.

Earthquake Damage
Predicted by EDP

ible proviso: ERA predicted that
over the 25-year life of the building
there was only a 4 per cent chance
that it would need $80,000 of re
pairs. There was a 90 per cent
chance that the structure would
suffer $10,000 in earthquake dam
age and a 40 per cent chance that
it would suffer $50,000 in damages.
The building owner had been
paying $54,000 annually for earth
quake insurance, Mr. New said.
After the ERA study, the owner
decided to underwrite his own in
surance since the odds were he’d
never collect a penny on the policy
he presently carried, Mr. New re
ported.
He said ERA not only deals with
structural damage, but also pre
dicts the response of major equip
ment such as heating, ventilating,
and air-conditioning systems, emer
gency generators, elevators, and es
calators to a quake.
Anyone in Chicago interested?

For Property Owners
California has long been known
as an earthquake-prone area, but
on September 15 it was reported
that Chicago and Chicagoland felt
some tremors, and that’s a long way
from the infamous San Andreas
fault. One California company that
markets a system known as Earth
quake Risk Analysis (ERA) must
have seen new business prospects
on that fall day.
Bob New, head of Bob New,
Inc., Glendale, Calif., had recently
addressed a California AMA sem
inar on “Earthquakes as a Major
Insurance Risk.” He explained that
his firm creates a mathematical
model of a building, feeds it into
a computer, imposes a variety of
quake simulations on the model,
and comes out with an analysis of
the physical damage the building
would suffer in a quake.
One recent ERA study he cited
was done on a $5 million manufac
turing plant in Riverside, Calif. The
building was located ten miles
from the San Andreas fault and
was heavily insured against earth
quake damage; however, the pol
icy contained a $1 million deduct

When Employee Gripes,
Be Sure to Take Notes,

RIA Article Advises
A 12-page article entitled “The
Supervisor’s Guide for Handling
Employee Complaints” is now
available from the Research In
stitute of America, Inc., for $3.50
a copy.
The article covers the most com
mon types of complaints and their
causes, offers eight problem-solving
steps for supervisors, and suggests
a format for complaint-handling
record keeping.
One suggestion the report makes
is, when hearing out an employee’s
grievance, take notes. According to
the Research Institute, “This has
two virtues; It gives you a record
for the future, and it signals to the
employee your real interest in what
he’s saying.”
Requests, accompanied by checks
for $3.50, should be addressed to
Department 111, Research Insti
tute of America, Mt. Kisco, N.Y.
10549.
Management Adviser

New Products
and Services —

Univac System
For Wholesalers
Offered Customers
A computer-based Wholesale In
formation System (WIMS) is be
ing offered free of additional
charge to Univac customers.
WIMS consists of two sets of
programs. One shows such infor
mation as the least-cost ordering
strategy for an item, the changes
in demand, and the total inventory
investment for all items over 19
periods of time. The other is a set
of maintenance programs that
shows how much to order and
when, Univac explains.
WIMS is disc-oriented, using
either UNIVAC 8400 or UNIVAC
8414 Mass Storage Subsystems.
Univac developed WIMS in co
operation with Associated Grocers
of Phoenix, Ariz. It is now being
used with a UNIVAC 9400 com
puter at the group’s warehouse.
Univac’s director of industry
markets, William Madden, said,
“Through exponential forecasting
techniques, WIMS generates very
accurate demand forecasts for any
time period desired.”

Portable Extension

3M Brand Sound-Page System

Simultaneous Spoken and Written Instructions
Possible with New 3M Sound-Page System
The next time someone hands
you a sheet of paper and says,
“Listen to this,” he may actually
mean just that. 3M has developed
a magnetic coated paper that can
contain a recorded message on one
side of a sheet and a written mes
sage on the other.
The 3M Brand Sound-Page Sys
tem can be used for a variety of
training applications, the company
says. These might include clerical
skills, general orientation, equip
ment maintenance and operation,
teller training, business forms use,
and service training.

The user views the visual mater
ial on the uncoated side of the
sheet while a recorder-player picks
up the sound on the opposite side
of the sheet. Each sheet accepts up
to four minutes of sound.
The projector-recorder is priced
at $289. There are also two play
back units available and the 3M
Master Sheet Recorder and Audio
Printer, which can duplicate a
sheet in five seconds.
More information is available
from 3M Company, Dept. V2-20,
Box 33686, St. Paul, Minn. 55101.

Whenever the regular phone
rings, the Pocket-Fone extension
rings. It is also possible for a sec
retary to screen calls and then push
a button on the base unit to ring
the Pocket Fone.

The Pocket Fone extension,
which is actually a battery powered
radio transmitter/receiver, is in fact
larger than pocket size. It can
be carried on a belt or a shoulder
strap.
“The system eliminates second
hand messages, garbled informa
tion, delays and endless running to
look for the phone,” says Com-UTrol.
More information is available
from Com-U-Trol Corp., 6200 N.
Hiawatha Ave., Chicago, Ill. 60646.

Carries Calls 1/2 Mile

Without Cord
A new cordless extension phone
that allows a user to answer calls
when he is up to one-half mile
away from his standard phone has
been developed by Com-U-Trol
Corp., Chicago.
The Pocket Fone system consists
of a portable receiver-transmitter
extension phone, a base unit acous
tically coupled to a standard
phone, and an overnight charger
for the extension phone. The com
plete system sells for $695.
November-December, 1972

Similar to walkie-talkie

The extensions can be used with
out a base unit as walkie-talkies.
Multiple extensions can be used on
a base unit to conduct conference
calls.
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Remember when you came home from the service,
ready and eager to get a good job?

He's ready and eager, too. But this time the jobs
justaren'tthere. If you can help,
contact the National Alliance of Businessmen
in your community.

Give a Veteran something to come home to. A job.

Veteran

JOBS
18
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Productivity is a vital factor in the United States
position in the world today as well as the place of
a company in its own industry. Therefore, it’s im
perative that measurements be accurate for any —

RISES IN PRODUCTIVITY
by Thomas S. Dudick
Ernst & Ernst

RODUCTIVITY - stated in its
erably less dramatic increase in
baldest terms — is the interrela
terms of value outputs—the ma
tionship between quantity or value chines that extend the workers’
of input and quantity or value
abilities cost money, too. That’s one
of output. When output increases
of the reasons backward nations
faster than input, there is a pro
remain backward. Their productiv
ductivity gain. If output should de
ity gains are low because they lack
crease, in terms of input, there is
the capital for labor-saving ma
a productivity loss.
chines, not because their labor force
So far that is simple enough. But
isn’t willing and hard working.
from that point on, the ramifications
Since they can’t raise output rap
can become confusing. For exam
idly, they can’t earn enough cap
ple, the introduction of automation
ital to modernize their facilities and
will generally cause a spectacular
they can’t raise their standard of
rise in output — as long as input is
living. It’s all a vicious cycle.
considered in terms of man-hours
Productivity can be measured for
alone. It obviously means a consid
an entire nation or it can be iden

P
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tified for segments of the economy.
As in any type of statistical measure
there are intangibles that defy ex
pression in terms of a statistic. The
productivity improvement of a na
tion can be expressed as, say, 3 per
cent per year. But this figure on a
national average will include the
cost of welfare and pollution con
trol devices—a negative output—as
well as government services and
the military, which are both forms
of positive output, even though the
last may be morally wrong.
Measurement of productivity in
creases becomes much simpler and
more definitive as smaller segments
19

Automation can mean a spectacular rise in productivity—in terms of man-hours alone. It obviously has a far less dra
matic effect in terms of a rise in the input value-output value ratio since machines cost money, too.

of the economy are considered be
cause the effect of many of these
intangibles is usually not consid
ered. Manufacturing is a good ex
ample of this. But even here we
face problems. We have already
mentioned the effect of automation
on increasing the volume of output.
There are other methods that can
increase productivity by cutting
costs (the economists’ definition of
productivity). Use of sonics or
lasers for cutting material, for ex
ample, can reduce waste and losses
characteristic of more conventional
methods for cutting. More efficient
use of material, use of lower cost
material, better buying practices are
some of the other techniques that
can result in lower unit costs for
the product. On the other hand,
increased productivity of labor
through automation can sometimes
result in higher unit costs of ma
terial because material specifications
will have to be tighter.
In other words, there is no one
way to measure an increase in pro
ductivity. Even indirect or overhead
labor can become more productive,
but here again the increase is apt
to be due to use of labor-saving
THOMAS

S.

DUDICK
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machinery rather than more effi
cient use of man-hours. An illustra
tion would be the introduction of
an automatic sweeping machine to
replace indirect labor employees
sweeping by hand. Another would
be the use of an automatic elevator
rather than one operated manually.
Methods of measurement

There are — obviously — differ
ent methods that can be used in
measuring productivity. Some of
them are quite simple and appro
priate for the simpler, one-com
pany or one-industry situations.
Let’s review four of them. The
choice of the one that is most ap
propriate for the particular activ
ity, whether it be manufacturing or
a service activity, must be a matter
of judgment as to which method
fits best. Those that will be con
sidered are:
1. Sales basis
2. Units of output
3. Weighted units
4. Productivity trend control.
Sales basis — This is a broad
measure that uses adjusted sales as
the measure of output. The sales
dollars for each period (annual
periods are assumed in this in
stance) are reduced by the price
index to adjust to constant dollars.
These adjusted sales in terms of
constant dollars and any change in
sales costs that have occurred in
the period are then divided by total
production man-hours in the period
so that sales output per man-hour
can be compared from one period
to another. The figure for four time
periods for a small labor-intensive

processing company are shown in
Exhibit 1, page 21.
This method will provide a meas
ure of productivity for the company
that has fairly homogeneous prod
ucts in its line and a fairly constant
product mix so that man-hour input
is not complicated by short pro
duction and excessive changeover
and preparation time.
The next method illustrated deals
with output in units rather than
sales dollars. It might be used
where complete, separate units are
the product — pairs of shoes, bar
rels of beer, automobiles — rather
than a continuous flow product as in
a petroleum refinery for instance.
Units of output. Units of output
when available are preferable to
sales as a measure of productivity
because the inaccuracies due to
application of a broad price index
are eliminated. The units of output
method for a small factory produc
ing standard products is illustrated
in Exhibit 2, page 21.
While this method eliminates the
distortions that can result from the
application of a broad-based price
index, it still assumes, as did the
previous example, that the units
produced are fairly homogeneous.
The next method provides the
means for equating for product dif
ferences.
Weighted units. This method
gives effect to the differences in
products by using the standard
man-hours required to produce
each one. Each period’s output is
weighted by multiplying the pro
duction of each separate product
by the man-hours required to proManagement Adviser

Sheer volume of production has a significant effect on productivity. At high volumes many workers can run two or
more machines simultaneously. At low volumes there is no need for more than one machine. The individual worker's
productivity drops radically even though he's working at the same efficiency.

duce it. Of course, if there are
changes in methods used to produce
any given product, this factor and
a possible apparent increase in
labor efficiency must be compen
sated for. Therefore, all standard
labor hours should be based on the
old standards applying before the
change in methods. See Exhibit 3,
on this page.
This method provides an overall
measurement of productivity, which
management can refer to in evalu
ating progress. However, the avail
ability of standard man-hours
(earned hours) can provide more
detailed information for control
through the Productivity Trend
Control Report which will be dis
cussed next.
Productivity Trend Control Re
port. It should be apparent by now
that all measures of productivity
rates are a mixture of several fac
tors: actual changes in manpower
efficiency, changes in work meth
ods, changes in raw materials used.
But there is another mixture of fac
tors that’s important too. Produc
tivity is also affected by sheer vol
ume of production. A very simple
example will illustrate this. At high
volumes, many workers can run two
or more machines simultaneously.
At low volumes, there simply is no
need to run more than one machine.
November-December, 1972

The individual worker’s productiv
ity — output in terms of manpower
input — drops radically, yet he’s
actually putting in the same hours
he always has and working at the
same relative efficiency.

We can reduce this relationship
to figures (we often have) and it
has proved invaluable in industries
where the work force is highly
skilled and cannot easily be dis
missed and rehired as business con-

EXHIBIT I
Period 1
Sales
Price Index

Period 2

100.5%

100.0%

Period 4
$120,000

$105,000

$102,500

$100,000

Period 3

101.9%

106.9%

Sales adjusted to
constant dollars
Man-hours

Sales output per man-hour

100,000

102,000

103,000

113,300

5,200

5,200

5,150

5,500

$19.23

$19.61

$20.00

4-2.0%

4-1.9%

+3.0%

$20.60

Per cent change

in productivity

EXHIBIT 2
Period 1

Period 2

Period 3

Period 4

Units produced

2,400

2,450

2,500

2,750

Man-hours

5,200

Units per man-hour

5,500

5,150

5,200
.462

.471

.485

+1.9%

+ 2.1%

+ 3.1%

.500

Per cent change

in productivity

EXHIBIT 3
Period 1

Period 2

Period 3

1.980

1.945

1.907

Period 4

Weighted man-hours

per unit
Per cent change
in productivity

+ 1.7%

+ 1.9%

1.851

+ 2.9%
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ditions dip and then improve again.
The productivity trend control con
cept discussed below shows how
productivity can be monitored on
a fairly frequent — weekly, month
ly, or quarterly — basis to reflect
this relationship and to provide data
that is far more actionable than the
broad overall measures discussed
earlier. See Exhibit 4, below.
The figures included in this re
port represent actual results in a
company using such a report. Note
particularly how the efficiency in
dex for the workers increases from
Period 1 to Period 4 as total volume
of output increases. Yet they’re the

same workers using the same meth
ods. The difference is that there is
greater flexibility in using the labor
force and efficiency frequently im
proves as the backlog of work in
creases.
Explanation of the Productivity
Trend Control Report.

Scheduled Earned Hours—The
purpose of this column (which
is not filled in), is to indicate
the desired level of production.
A comparison of the scheduled
earned hours with the earned
hours produced would provide
information as to the attain-

EXHIBIT 4

PRODUCTIVITY TREND CONTROL

The figures included in this

Productivity Trend Control
Report represent actual

Direct (Productive) Labor
WEEK
ENDED

EARNED HOURS
Scheduled

results in a company using

(1)

such a report. Note particu

larly how the efficiency
index for the workers

increases from Period 1 to
Period 4 as total volume

of output increases. Yet
they’re the same workers

using the same methods.

Produced

Period 1
Total

Actual
Houts

(2)

Direct
Charged
to
%
Eff. Indirect

(3)

(4)

%
Total Earned
Actual of Total
Direct Actual
Labor
Direct
(5)
--- ---------

(6)

2,608

3,348

77.9 5,073

8,421

31

173
674

86.7
175
74.9 2,370

375
3,270
3,479

46
26
40

1,297

32

8,013

34

A
B
C

1,349

200
900
1,664

D

412

584

81.0 1,815
70.5
713

2,601

3,364

77.3 4,649

A

164

186

88.2

186

372

44

B

682

928

73.4 2,160

3,088

22

C
D

1,428
327

1,766
484

80.8 1,560
743
67.6

3,326
1,227

43
26

Total
A

3,020
193

3,700
213

81.6 5,011
180
90.9

8,711
393

35
49

B

1,013

1,205

84.0 2,330

3,535

29

C

1,222

1,493

81.8 1,690

3,183

38

D

592

789

75.1

811

1,600

37

3,529

3,886

A

200

193

90.8 4,407
158
103.7

8,293
351

42
57

B
C

1,070
1,739

1,060
1,880

101.0 2,129
92.5 1,465

3,189
3,345

34
55

D

520

753

1,408

37

Period 2
Total

Period _3

Period _4

Total

22

69.2

655
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ment of the production that
was required.
Earned Hours Produced (Col
umn 7)—The production in
each of the cost centers has
been extended by the standard
or earned hours. The earned
hours are based on time studies
made by industrial engineers.
Actual Hours (Column 2) —
Shows the actual hours of di
rect labor required to achieve
the production. A direct com
parison can be made of the
earned hours with the actual
hours.

EXHIBIT 5
Conversion
Cost per

Earned

Total
Conversion

Hours

Cost

Hour

$20,106
969

$7,710

7,580

11.247

Earned

Period 1

2,608

Total

5.590

A
B

173
674

C

1,349

D

412

8,405
3,152

6.231
7.633

2,601

19,297

7.419

959

5.861

B

164
682

7,256

C

1,428

D

327

8,150
2,932

10.631
5.707

Period 2
Total
A

8.957

Period 3

Per Cent Efficiency (Column
3)—The earned hours in Col
umn 1 are divided by the ac
tual hours in Column 2.
Direct Charged to Indirect
(Column 4) — This column
shows the number of direct
labor hours that were charged
to an indirect labor category.
Some of the classifications mak
ing up this category are: lack
of materials, machine break
down, tools in bad condition,
cleaning up, and no standard
available.

Total Actual Direct Labor
(Column 5)—Shows the total
hours of employees who were
hired to perform direct labor
tasks. This is a total of columns
2 and 4.

The philosophy of the company
using the report was originally
based on a two-pronged approach:
1. monitoring percentage effi
ciency (Column 3),
2. controlling the amount charged
to the indirect category (Col
umn 4).
The company found, however,
that a dual approach to control
tended to dilute the effectiveness of
the report. Column 3 in Period 4,
for example, shows some high per
centages of efficiency. Because of
this, there had been a tendency to
downplay the importance of the
charges made to the indirect cate
gory in Column 4.
November-December, 1972

3,020

20,991

A

193

984

6.951
5.091

B

1,013
1,222

8,342

8.238

C

7,686

6.289

D

592

3,979

6.713

Total

Period 4
3,529

19,797

5.609

A

200

898

4.487

B

1,070

7,373

6.889

C

1,739

8,137

D

520

3,389

4.680
6.467

Total

The earned hours are the same as those shown on the Productivity
Trend Control Report.
Total Conversion Cost represents all manufacturing cost except ma

terial. (Although material is an important part of production, it is
not considered conversion costs.)

Conversion

Cost

per

Earned

Hour

is

calculated

by

dividing

the

earned hours into the total conversion cost.

For this reason, management
turned to a single indicator of over
all efficiency shown in Column 6.
This was obtained by dividing the
earned hours in Column 1 by the
total actual direct labor hours in
Column 5.
Note, when this is done, that the
103.7 per cent shown for Cost Cen
ter A (Period 4) becomes 57 per
cent on an overall basis. The 101.0
per cent for Cost Center B becomes
34 per cent. The reason for the low
er percentages, of course, is that the
base for calculating them is broader
since it includes all direct labor
hours rather than only that portion
which was utilized on standard
work.
This does not mean that Columns
3 and 4 should no longer be used
for control purposes. On the con
trary, the information contained in
these is very helpful in pinpointing
the reason for low productivity of

labor, once the overall indicator
identifies the areas requiring imme
diate attention.
Measurement of productivity is
not limited to direct labor alone;
total conversion costs — direct —
labor plus burden — should be
monitored in a similar manner.
Measurement of Conversion Cost.
One approach in monitoring con
version costs is to use the earned
hours in each period as a base for
determining the conversion cost per
earned hour, as is demonstrated in
Exhibit 5 shown above.
Over the four periods, all of
which represent an actual company
situation, it will be noted that there
is an inverse relationship between
volume, as represented by earned
hours, and conversion cost per
earned hour, as represented by the
third column.
Note that the total conversion
cost per earned hour drops from
23

Productivity lies in the eye of the beholder. To the labor leader it's one thing;
to the economist another; to the industrial engineer still a third.

It is hoped that this article

has given some indication

that rises in productivity and
the costs associated with

them cannot be measured too

simply, that too many factors
enter into consideration for

a simplistic solution to the

problems of measurement.
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$7,710 in the first period to $5,609
in the fourth period — while the
volume of activity increases from
2,608 earned hours in the first period
to 3,529 in the fourth period.
The most common “impulse” ex
planation would be that this is
caused by the fixed portion of con
version costs which become smaller
per earned hour as volume in
creases. This is not so, in this case,
because the fixed overhead seg
ment of cost in this operation is
unusually small—too small to have
so great an impact.
What causes this behavior, then?
To determine the answer to this,
note that conversion costs are rela
tively fixed at $20,000 per period,
while earned hours range from
2,601 to 3,529. (The small variation
in total dollars of conversion cost
is due to changes in product mix.)
Implicit in all this is the assump
tion that rises in productivity can
never be ascribed to any one
source. Productivity, in a sense, lies
in the eye of the beholder. To the
labor leader any rise in production
with a fixed amount of man-hours
of input is a productivity increase
regardless of changed methods,
higher volume of production, new
materials used in the production
process. To the economist, alter
natively, a rise in productivity is
anything that causes the finished
price per unit to drop for the con
sumer while the amount of man

hours of input remains the same. To
the industrial engineer a rise in
productivity means that the worker
— through improved methods or
maybe just more work per hour —
is producing more for the same
effort.
It is hoped that this article has
given some indication that rises in
productivity and the costs asso
ciated with them cannot be meas
ured so simply, that too many fac
tors enter into consideration for a
simplistic solution to the problems
of measurement. But the lack we
find most often in the more sophis
ticated measurement techniques is
the tendency of management to ig
nore the very real and direct effect
of volume on the efficiency of labor
and on material costs. Obviously,
anyone will agree that material
costs will be affected by volume —
at least he will after considering
the question.
But the realistic business execu
tive interested in improving his
company’s profitability must be able
to distinguish between productivity
resulting from improved methods
of manufacture or individual worker
efficiency and productivity resulting
from increased volume which can
itself cause an apparent rise in
worker efficiency. To blindly use
a productivity indicator without
careful analysis of the underlying
influences behind it will not assure
profitable operations.
Management Adviser

Referring back to an article he wrote earlier this
year, the author describes how one portion of the
plan for school systems proposed then might be
applied independently in a short period of time —

PROGRAMING YOUR BUDGET
by Harold I. Steinberg
Peat, Marwick, Mitchell & Co.

we pointed out in an article
appearing in this magazine
earlier this year, “PPBS for a School
District,” (March-April) our public
schools across the country are in
serious difficulty. More and more
often voters deny school funding
schemes. In one well-publicized
case in the Midwest, all public
schools came within a shadow of
being closed entirely for lack of
funds.
As we also pointed out in that
earlier article, PPBS—a planning,
programing, budgeting system—of
fers viable solutions to many cur
rent problems faced by elementary

As

and secondary educational systems.
It does, however, have one major
disadvantage. The implementation
of such a program requires consid
erable time.
The problems many school dis
tricts are facing, however, are im
mediate. They exist right now, and
so the solutions that must be found
for them must also be imminent.
Accordingly, we’ve developed a
simpler approach which does not
offer the broad scope of a fully de
veloped PPBS, but does offer the
cardinal virtue of meeting one of
the greatest problems—namely pro
viding a deep and meaningful un
derstanding of the financial budget

—directly and meeting it within one
year, the life of the budget cycle
in a public sector organization.
Evidence is now mounting that
it is not how a district presents its
dollar requests that dissuades the
voter—or even what the district
presents. The manner by which the
district determines its needs is what
the taxpayers do not like. Nor are
they pleased with their lack of par
ticipation in the budget making—or
other—processes; nor with the kind
of decisions the budget represents.
One way a district can promote
substantial participation, plus pro
vide the kind of information that

Adapted with permission from an article in the May, 1972, issue of
Management Controls, a publication of Peat, Marwick, Mitchell & Co.
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A district—let’s call it Any

reveals the budget is the result of
a sensible decision-making process,
is to use a Program Budget. The
Program Budget is an element
within the more expansive Plan
ning, Programing, Budgeting Sys
tem (PPBS) which several school
districts are presently attempting.
Because, however, program budget
ing does not require the extensive
specification of explicit objectives,
the consideration of alternative pro
grams and the scheduling of com
prehensive evaluation schemes, un
like the PPBS it can be achieved
relatively quickly and easily. This
article describes a suggested pro
cess that requires but six simple
steps.

town—that wants to state

What is a Program Budget?

how much it desires to spend

A Program Budget is a budget
that, in showing the total monies
requested by the district, also
shows the programs the school dis
trict is providing to the community
and the monies required for each.
Art, reading, guidance, central pol
icy and direction, are examples of
programs. The line-item (some
times called function/object) bud
get, which most school districts
presently prepare, shows the things
the school district will buy with
the budget once it is approved.
Teachers’ time, textbooks, gasoline
for vehicles arc examples. Many
will say it is difficult—even impos
sible—to evaluate the merit of a
district’s request when the prime
information is about such things as
how salaries are to be paid or how
many textbooks will be bought.
Thus the voter is provided with, at
best, uncertainty. Since few per
sons can act positively in that con-

by program must have
decided what the programs

are. The first step, therefore,
is to specify the programs.

This is more than a mere

enumeration of what the
district is involved in. It is

an indication of what the

district thinks is important
enough to identify as a
program.
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dition, they vote the budget down.
The Program Budget, however,
is more than just a better presen
tation of the “numbers.” It encom
passes a process, and it provides an
opportunity for a better presenta
tion of the district’s “case.” The
process is one which, first of all,
permits responsibility for develop
ing the budget requests to be re
moved from the central office and
the accountants and to be placed
with the curriculum personnel and
others who are directly involved in
the design, management, and con
duct of the programs. This type of
participation enhances professional
support for the budget. It can cer
tainly foster a more analytical ap
proach to the budget-making ac
tivity. Further, it is a process that
provides numerous opportunities for
the public to be involved. Suggest
ing and reviewing priorities is one
instance. Determining the best way
to present a budget is another in
stance. Thus the public’s support
can be built early.
The six steps for developing the
budget with the program budget
ing system are as follows:

Specify the programs

A district —let’s call it Anytown—
that wants to state how much it de
sires to spend by program must
have decided what the programs
are. The first step, therefore, is to
specify the programs. This is more
than a mere enumeration of what
the district is involved in. It is an
indication of what the district thinks
is important enough to identify as
a program. It is a representation of
how the programs relate to each
other, i.e., how they fit into a “pro
gram structure.” It is a reflection of
the district’s philosophy and poli
cies. For instance, some districts
think that the individual school
buildings are sufficiently important
in their own right to be called a
program. Some think that the most
important things to identify are the
continuums of education in the var
ious subject areas.
To develop the program struc
ture, districts should convene a
Management Adviser

EXHIBIT I
TYPICAL PROGRAM STRUCTURE

SCHOOL DISTRICT

Learning Programs

Specialized

General

1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.

English Language
Foreign Language
Mathematics
Natural Sciences
Physical Education
Practical Arts
Reading
Art
Inter-Group Relations
Music
Social Studies

small group (perhaps the chief in
structional officer, the chief busi
ness official, and the superintendent
or his representative). These indi
viduals should:
• Start by discussing the con
cept of a program as a group
of interrelated activities under
taken to accomplish a set of
goals, and the concept of a
program structure as that ar
rangement of programs that re
flects how they relate to one
another and to the district’s
overall goals.
• Examine the classifications
of programs appropriate for a
school district. For instance,
age span, e.g., high school, in
termediate school, elementary
school, is one way to classify
programs. Function, e.g., in
struction, support services, etc.,
is another. Subject matter and
location are a third and fourth
way.
Also, they should discuss the
various ways the classifications
can be put together. Examples
are subject matter first, then
the locations at which the sub
jects are taught, and finally the
grade level; or func ion, age
November-December, 1972

Support Programs

1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.

Adult Education
Headstart
Bi-Lingual
Mentally Retarded
Learning Disabled
Work Study
Dropout Prevention
Advanced Placement'
Summer School
Inter-Scholastic Athletics
Extra-Curr. & Student
Activities

1. Policy Development
2. Coordination & Direction:
a. System Wide
b. School
3. Instructional Services:
a. Curriculum Select,& Development
b. In-Service Training
c. Program Evaluation
4. Business Services:
a. Accounting
b. Budgeting
c. Food Services
d. Operations & Maintenance
e. Planning & Development of
Physical Facilities
f. Purchasing
g. Transportation
5. Personnel
6. Instructional Technology
7. Management Information & Research

span, location; or function,
subject matter.
• Discuss the organizational
and decision-making philoso
phy of the school district. For
example, what kind of auton
omy is appropriate for the
building principals, particularly
in relation to the responsibili
ties the curriculum supervisors
might have for district-wide
coordination? How much re
sponsibility is placed with the
support activities?
• Decide what levels of pro
gram are appropriate for the
district, what programs go into
each level, and how the levels
relate to one another. As the
three individuals are doing
this, they should be continu
ally asking themselves why.
For instance, why is reading
considered as separate from
language arts? Why is health
a support program and not a
learning program?

A tentative program structure can
be developed for the district in a
single session lasting not too long
a period of time. Further, the ef
fort need not end here. The three
individuals can sleep on the ten

tative structure for a few days, and
then review it. Also, they should
present it to the superintendent’s
cabinet and/or other knowledge
able persons explaining what they
did and why. Naturally this type
of session would provide some re
actions and suggestions. Thus modi
fications should be made, as appro
priate, before the program structure
is finalized.
Exhibit 1 above contains an
example of a school district’s pro
gram structure.
Prepare budget guidelines

The next step is to develop bud
geting guidelines. Deciding how
much should be spent without re
sorting to simply increasing the
prior year’s request is at best diffi
cult. Appropriately designed guide
lines can make the task possible.
We suggest three types of guide
lines:

• Assumptions.
These
are
statements which indicate the
external conditions which will
most likely affect the school
district in the coming year.
—The closing of the parochial
schools will result in a need to
27

The guidelines should be pre
pared by the superintendent. He
should, however, seek suggestions
from the staff, particularly for the
priorities. Supervisors, principals,
and even the teachers have a
good feel for what is important.
Also, the superintendent should dis
cuss the guidelines with the Board
of Education and seek its approval,
particularly since the statements
are part of the foundation upon
which the budget requests will be
developed. Finally, opportunities
to expose the guidelines to the com
munity and obtain its input should
be sought as a means of keeping
the taxpayers advised as to what
the budget will contain, and en
suring that the budget is reflective
of their expectations.
Project enrollments
The closing of the parochial schools would result in the need to accommodate
large numbers of children at the elementary school level.

accommodate large numbers of
children at the elementary
school level.
—State aid will not be increased.
• Constraints. These are state
ments describing limitations
which should not be exceeded
and which must be recognized
by the budgeting process.
—The community will not ac
cept a total budget increase
greater than 15 per cent.
—The pupil-teacher ratio can

not be lowered below the pres
ent 25 to 1.
• Priorities. These are the ele
ments in the district’s educa
tional program that it has de
cided to emphasize during the
coming year.
—The reading program should
be strengthened.
—The new high school should
be fully stocked with the new
equipment necessary for it to
operate at full capacity.

The person responsible for speci
fying how much money he wants
to spend for a program cannot make
this request until he knows how
many people the program has to
serve. Accordingly, this easy step
calls for a person in the district to
project the enrollments in each of
the programs for the year for which
the budget is to be developed.
Recast the budget

Recasting the budget, which re
quires taking the latest function/
object budget and specifying the

Some districts have realized they had a program specifically concerned with pupil supervision
only after they realized that salaries of school security guards could not be properly identified
with any other program.
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EXHIBIT 2
SCHEDULE FOR DISTRIBUTION OF LIKE ITEM EXPENDITURES

Account

Allocation unit

Allocation base

Responsibility of

Program allocated to

Work Effort Estimate
Work Effort Estimate
Work Assignment

Superintendent
Superintendent
Ass't. Supt. for
Instruction
Dir. of Elem. Ed.
Dir. of Sec. Ed.
Dir. of Elem. Ed.

Support programs
Support programs

Program(s) they work in
General learning programs
General learning programs
General learning programs

Ass't Supt. for
Instruction

General learning programs

Salaries - Administrators

100

Salaries - Principals
Salaries - Supervisors

105
106

Each Administra
tor & staff
As a group
Each supervisor

Salaries
Salaries
Salaries
Salaries

111
112
113
149

Grade level group
Individual
Individual
As a group

-

Elementary Teachers
High School Teachers
Specialist Teachers
Substitute Teachers

Supplies - Instructional

301

Textbooks

398

Fuel

and Utilities

420

program or programs each line
item is to be spent for, is probably
the most time consuming of all the
steps for a district deciding to
program its budget. It is done only
in the first year, however, and is
necessary for the following reasons.
First, the many persons who will
be requesting budgets for a pro
gram for the first time will find
it almost impossible to specify what
should be expended without hav
ing some idea of what the program
is costing now. Second, having to
allocate all the line-item amounts
to programs invariably reveals a
program or two that had not been
identified for the structure. An ex
ample is the school district that
realized it had a program specifi
cally concerned with pupil super
vision only after it came upon the
salaries of school security guards
and lunch room monitors and rec
ognized that these services could
not be properly identified with
any other program. Finally, going
through a recast provides the school
personnel with a valuable insight
into how costs are incurred within
the district and its programs.
On the other hand, even though
a district can determine how many
dollars are required for each pro
gram by recasting, it should not
think it can develop a Program
Budget by recasting. School bud
gets, even in the best of times, are
November-December, 1972

Work Effort Estimate
Work Assignment
Work Assignment
Number of teachers in
each general learning
program

Not Applicable

Estimate of Principals

Ass't Supt. for
Business

General learning programs

Not Applicable

Estimate of Principals

Ass't Supt. for
Business

General learning programs

Not Applicable

Direct

Supv. of Build
ing & Grounds

Operations and Maintenance

always completed with a major
effort just before the deadline date.
If the district then had to add on
the time-consuming task of recast
ing the function/object budget into
a program format, chances are that
this effort will be dropped—or the
budget will be submitted late. Also,
the “mechanical” recasting of a
budget is an accounting effort that
involves only the business office
staff. It does not provide for the
wide participation or analysis that
building a Program Budget “from
the ground up” permits. Finally, if
one of the main reasons the district
decides to program budget is to
communicate, recasting will not
help. Recasts provide only num
bers for each program. If board
members and taxpayers are to de
liberate, they need information
about the purposes of each pro
gram and how it benefits the chil
dren.
The recast is done as follows:
• The chief business official
identifies each object expendi
ture account for which dollars
have been budgeted and iden
tifies who in the school system
knows how this money is spent
among the programs.
• The chief business official
meets with the appropriate
individual for each object and
asks him to specify the appro

priate basis for distributing the
budgeted amounts. A date is
then established by which the
data necessary to make the
calculations according to the
basis must be submitted. For
example, to distribute the sal
aries of the elementary school
teachers, the assistant superin
tendent for business might
meet with the director of ele
mentary education and find
that a teacher’s handbook ex
ists suggesting how much time
the teachers in each grade
should spend in each subject
area. The time allocations
would be reviewed with ele
mentary school principals and
then arrangements made for a
listing to be developed show
ing the teachers in each ele
mentary grade and their sal
aries and the percentage of
time that can be identified with
each program.
A schedule listing different
line-item accounts, the title of
the person responsible for the
distribution, a suitable basis
for distribution, and the pro
gram to which the distribution
will be made is shown in Ex
hibit 2 above.
• Once the data is developed
for each line-item account, it
should be turned over to the
person responsible for account29

EXHIBIT 3
SALARY RECAST WORKSHEET

DISTRIBUTION TO PROGRAMS

NAME

ANNUAL
SALARY

50%

First Grade:
Ann Jones
Debby Smith
Mary Brown
Hedi Green
Agatha Wilson
Rose Stark
Cynthia Weiss
Susan Tempter
Joan Flint
Total First Grade

$ 7,800
7,500
7,800
7,500
8,400
8,700
7,800
8,100
8,100
$71,700

Second Grade:
Chris Bennet
Joan Richards
Liz Backus
Joy Lewis
Barbara Stone
Diane Quinn
Joan Markham
Madeleine Morris
Amy Short
Total Second Grade

8,100
7,800
8,400
8,100
7,500
7,500
9,000
8,100
7,800
$72,300

$35,850
40%

Carried Forward

ing, and he should apply the
distribution percentages to the
line-item amounts. As there are
usually many line-item ac
counts and many programs, the
accountant should be prepared
to use plenty of work sheets.
An indication of how a work
sheet would be used (for the
elementary school teachers’ sal
aries example described above)
is included as Exhibit 3, shown
above.
• After all line-items have
been distributed to programs,
the accountant should deter
mine the total dollars for each
program—and for all the pro
grams combined. This latter
total should be compared to
the total of the line-item bud
get. If there is no substantial
difference that could be caused
by rounding, minor omissions,
etc., the recasting task is done.
If, however, there is a sub
stantial difference, it should be
located and corrected.

The recasting effort can take 40
to 100 or so man-hours of the ac
countant’s time, depending on the
size of the district, the condition
30

READING

LANGUAGE ARTS
15%

$10,755

20%

MATHEMATICS

20%

$14,340
20%

SOCIAL STUDIES
10%

$7,170
15%

SCIENCE

5%

$3,585
5%

$28,920

$14,460

$14,460

$10,845

$3,615

$64,770

$25,215

$28,800

$18,015

$7,200

of the records, and the nature of
the program structure. Periodic,
limited time for discussion from
the supervisors, principals, and other
administrators is also required.
Develop the Program Budget

Once all the delineative informa
tion is developed, the district is
ready to prepare the Program Bud
get. By delineative information we
mean the guidelines, the enrollment
projections, and the approximations
of dollars currently budgeted for
each program. The next step, there
fore, is to bring together all the
persons responsible for all the pro
grams, as they are the ones who
must define the monies the pro
grams need to operate. Naturally,
the process must be explained. Each
person is then asked to write the
purpose of his (or her) program
and a description of the way it
operates. The purpose should be
a general statement of what the
program is trying to instill in chil
dren. It should be explicit, lucid,
easily understandable, and free of
jargon. Examples are:
• To help children acquire the

skills necessary to read and
comprehend materials of in
creasing difficulty and sophis
tication.
•To help students communi
cate in a foreign language and
develop an awareness and ap
preciation of that language and
culture.

The program description should
be a brief summary of the number
of pupils served by the program
and the teachers involved, the ac
tivities used to conduct the pro
gram, the time the students are
participating in the program, and
any special resources or techniques
that are used. An example of the
program purpose and description
for a program is contained in Ex
hibit 4, page 31.
The articulation by the leaders
of their programs’ purposes and
processes is followed up with a
distribution to them of the budget
guidelines, the enrollment projec
tions, and the budget recast. (Natu
rally, the recast will be more under
standable for the program leaders
if the appropriate amounts for
each program are extracted from
the recast work sheets, and posted
Management Adviser

EXHIBIT 4

Anytown Public Schools

Program Plan

Fiscal Year: 1972-73
1. Program Name: Music
2. Program Goal: What is the purpose of the program?
To develop in students an appreciation for and knowledge of
music together with a spirit of creativity and competence in
skills.

3. Program Description: Brief narrative of the number of clientele
served, the major work tasks involved in
conducting the program, etc.

Elementary: All students from the first through the sixth grades
(5,000 plus) receive a general music program consisting of one
hour of music per week presented in two one-half hour periods.
Electives in this area are various choruses designed to meet the
students’ needs in each school. Approximately 1,100 students
are participating at the present time.
The instrumental program begins in the fourth grade and gives
students the opportunity to elect a half-hour class once a week.
At present, approximately 700 students are taking class instruc
tion. A majority of these are also registered for band or string
ensemble, meeting once a week.

Junior High: General music is required in the seventh and
eighth grades (600 students) for two periods per week. Chorus
is an elective as is orchestra, band, string ensemble, and instru
mental class. The ninth grade program is entirely elective with
offerings in various choruses, orchestra, band, string ensemble,
instrumental classes, appreciation, and composition. Two hun
dred students are participating.

High School: The entire program is elective with the following
offerings: voice classes, various choruses, instrumental classes,
orchestra, band, string ensemble, small ensemble or chamber
music listening programs, theory, electronic music, conducting.
Twelve hundred students are enrolled.
Prepared by ..........................................................
Date

Approved by..........................................................
Date

November-December, 1972
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As alternatives always have

advantages, disadvantages,
and a cost, and an under

standing of this information
is necessary to review a
request for change, the pro

to a budgeting form for that pro
gram. By appropriate amounts, we
mean amounts for those resources
used in the program: teachers,
teachers’ aides, textbooks, supplies,
etc.) Then, with this information
in mind, the program leaders are
asked for a second piece of output,
namely what changes would they
recommend for the existing pro
gram. The leaders are told, how
ever, that when they identify a
desired change, they must describe
the change in terms of the desired
benefits for the children, and not
just in terms of a new process. Also,
they must suggest alternative ways
for achieving the change or benefit.
For example, if the reading program
leader recognizes that it is only
proper that the children know how
to read from more than the basal
reader, he might suggest the fol
lowing change:

• Strengthen the younger chil
dren’s ability to read all kinds
of material by providing them
with opportunities to gain con
fidence and experience in more
than just the basic readers.

gram leaders should be
directed to also submit this

information for each
alternative.
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One alternative might be to ac
quire science and social studies
books for the first and second grade
children and have them practice
reading in these as well as in the
basal reader. Another alternative
might be to acquire several sets
of children’s encyclopedias and to
make these readily available to the
first and second graders. A third
alternative might be to bring in
simple newspaper and magazine
clippings for reproduction, distribu
tion, and reading.
As alternatives always have ad
vantages, disadvantages, and a
cost, and an understanding of this
information is necessary to review
a request for change, the program
leaders should be directed to also
submit this information for each
alternative. Finally, the program
leader should be directed to state
which alternative he prefers.
The third and final piece of in
formation program leaders are asked
to develop for the Program Budget

request is perhaps the most im
portant. Each leader is asked to
consider the guidelines, the popu
lation the program must serve, the
amount being spent in the current
year, and the changes he believes
desirable, and to then specify the
resources, i.e., the number of teach
ers, the amount of textbooks, sup
plies, etc., he needs to fulfill the
goal he articulated earlier.
The Program Budget requests are
then reviewed and compiled. The
review should be of two types. One
review should be from the “pur
poses and change” point of view.
It should consider: if the goal clear
ly reflects what the district is trying
to do; if it is appropriate for the
community; if it is easy to under
stand; if it is something the com
munity will support. For the re
quested changes, the review should
consider: if the benefit is clearly
identified; if the benefit is desired;
if it is within the budget guidelines;
if the community can truly under
stand and support the change; if
alternatives have really been ex
plored; and if the chosen alterna
tives make sense. The other review
should be from the money point of
view. Have the program leaders
asked for sufficient people and dol
lars, yet not too many? Are the re
quests within the budget guide
lines? Are they computed correctly?
Once the review is complete, the
Program Budget requests can be
compiled. Naturally, one compila
tion would be for a total Program
Budget for the district. Further, if
the program leaders were instructed
to be sufficiently definitive in the
types of resources they need, the
amounts could be extracted from
the Program Budget requests and
the function/object budget com
piled for submission to the State
Education Department in conform
ity with existing regulations.

Present the Program Budget

Up to now program budgeting
has been used as a way to develop
a budget and a way to foster
thoughtful analysis. The latter has
been accomplished by having the
Management Adviser

program leaders think of the in
tended end results of their existing
programs. Further, for all changes,
they have been asked to consider
the benefits and alternative means.
The voters should like this process;
accordingly, it makes sense to seek
opportunities to make them aware
of it. If the budget is presented to
the voters in an understandable
manner which fosters discussion,
then through involvement this pub
lic awareness can be created.
First, time should be spent in the
development of a suitable format
for presenting the budget. Further,
the people to whom the budget will
be presented should be asked to
help decide the format. After all,
if they are to review the budget in
a positive manner, they must un
derstand what it contains. The dis
trict might as well make it easy for
them. At the very least, a properly
designed budget should contain the
following:
• A list of the district’s pro
grams, grouped according to
some meaningful classification,
and the dollars requested for
each;
• Each program’s role or pur
pose;
• The changes for each pro
gram, the benefit that makes
the change desirable, and the
attendant cost;
• Some sort of comparison to
last year’s budget.

This last item is important.
Whenever a change in budget pro
cess or format occurs, people sus
pect deceit. While these beliefs are
usually not valid, nonetheless they
exist and cannot be eliminated.
Therefore, the districts should also
include formats with which the tax
payers are familiar and/or data
which enables them to make com
parisons. For instance, a highly
summarized line-item budget can
fulfill the need.
Other things which might be in
cluded in the Program Budget pres
entation are information showing
the types of resources used in each
program and how much money
November-December, 1972

The assistant superintendent for business might meet with the director of
elementary education and find that a teacher's handbook exists suggesting
how much time the teachers in each grade should spend in each subject area.

will be expended for each resource;
an analysis of how much of the
increased cost of each program is
caused by program changes, how
much is caused by enrollment
changes, and how much is caused
by mandated changes and inflation;
and the sources of money for each
program.
The above presentation can
hopefully be contained in 20 pages
or less. Accordingly, it should be
distributed widely. The plethora of
other data used in the development
of a budget should be retained in
the district office, organized into
readable format, and made avail
able to persons or groups who are
interested enough to make a speci
fic request. Extracts from two pro
gram budgets are shown in Exhib
its 5 and 6, pages 34 and 35. One is
a simple listing of the programs
and the monies requested for each.
The second demonstrates how a
district can also tell the public the
purposes of the programs and the

benefits of the requested changes.
Conclusion

The program budgeting approach
is not difficult. It is only unique in
that the district is putting together
its budget by programs and start
ing with the output. Further, pro
gram budgeting is an excellent way
to begin the implementation of a
complete PPBS.
Considering that the steps are
outlined above, if the desire is pres
ent, the only other necessary in
gredient is determination. If it can
be found, those people who are
supposedly concerned only with
dollars will be given more informa
tion. Experience shows that with
that information, discussions will
center on the programs and not
upon the dollars. And with an output-oriented approach embodied in
the district, that which is discussed
will reflect an improved level of
decision-making.
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EXHIBIT 5

Anytown Public Schools

Operating Budget by Program
1970-71

1971-72

General Learning Programs

English Language
$1,270,441
552,674
Foreign Language
1,204,148
Mathematics
969,849
Natural Sciences
Physical
550,993
Education
434,879
Practical Arts
Reading
1,259,467
Art
353,313
Intergroup Rela
35,671
tions
430,013
Music
1,042,660
Social Studies
Total General Learning
Programs
$8,104,108

$1,350,938
546,042
1,206,557
1,042,585

571,403
432,920
1,343,293
390,874

61,940
448,772
1,081,320
$8,476,644

Specialized Learning Programs
Adult Education
41,058
59,922
Headstart
42,127
Bilingual
Mentally
90,063
Retarded
Learning
100,392
Disabled
32,934
Work Study
Dropout
38,923
Prevention
Advanced
29,599
Placement
40,721
Summer School
Interscholastic
Athletics
55,249
Extracurricular
and Student
Activities
22,965
Total Specialized Learning
Programs
553,953

42,058
97,634
41,272

90,851
174,923
42,756

39,643
24,882
44,145
43,402

23,498

665,064

Support Programs
Business Services:
Accounting
Budgeting
Policy Devel
opment
Other Support
Programs

36,943
15,987

41,271
18,994

12,612

13,214

2,062,372

2,305,958

Total Support Programs
Total Budget
by Program

34

2,127,914

2,379,437

$10,785,975

$11,521,145
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EXHIBIT 6

Anytown Public Schools
Program Budget Request

English Language

Staff

Operating

Capital

98.7

$1,350,938

—0—

Goals: To help students become proficient in all requisite lan
guage skills and to enjoy our language.
Changes:
1. Strengthen the development of communication skills
by the medium of the film at the high school.
$2,700

SUPPLIES

2. Increase the relevancy of the literature program
through expanded options for study using paperback
books of high literary quality.

BOOKS

Foreign Language

$7,000

Staff

Operating

Capital

42.2

$ 546,042

$11,228

Goals: To develop skills in the target language (French, Spanish,
German, Russian, Latin), cultural awareness and appreci
ation, and a positive attitude in the student toward foreign
languages and toward himself in a manner which makes
the student’s learning relevant and enjoyable.

Changes:

1. Make the elementary students’ foreign language
learning more relevant and enjoyable by offering
foreign language on an elective, rather than on a
required basis, in grades five and six and for a great
er length of time.

NO ADDITIONAL COST
2. Strengthen skills development and provide more
cultural awareness by revising the content of the
Elementary Foreign Language Program.

PERSONNEL SALARIES
MATERIALS
EQUIPMENT

Mathematics

$1,000
1,500
$5,000
$7,500

Staff

Operating

Capital

94.3

$1,206,557

—0—

Goals: To develop students who understand the concepts of
mathematics appropriate to their level, who can compute
accurately and with reasonable facility, and who can com
bine their understanding of concepts and computational
skills to correctly solve word problems in order that they
may meet their own needs in society and the technological
needs of modern society itself.
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Many CPAs and financial executives active in com
munity affairs become officers of nonprofit groups.
And nine times out of ten they are elected treasurer.
Here are some of the pitfalls to watch out for —

SO YOU’VE BEEN ELECTED TREASURER
by John T. Reeve
Union Carbide Corp.

of this article is
2. Budgeting — To lead, guide,
to furnish guidance to new
or assist in the implementation of
volunteer treasurers of nonprofitboth short-range (one year) and
organizations. Many times a per
long-range budgetary plans, in
son finds himself elected treasurer
cluding estimating sources of and
for only a year or two, with hardly
amount of future resource funds,
time enough to find out what is
and timing, objective and amount
going on, let alone to make a sig
of future disposition of funds.
nificant impact on the administra
3. Accounting — To create an
tive policies or procedures of the
adequate record of financial trans
organization.
actions and value fluctuations that
With some 30 years of being
will facilitate audit review and an
elected treasurer or auditor of many
alysis.
different organizations, it is my hope
4. Reporting — To report the
to be able to relate some of my ex
status of assets, liabilities, income
periences and to give some valuable
and expenditure to your board of
pointers to neophyte treasurers.
directors at each board meeting
Let me begin by setting forth
together with appropriate oral com
my ideas of what the job of treas
ments on pertinent or significant
urer consists of so you can com
transactions, trends, or variations
pare them with your own ideas:
from
expected.
1. Stewardship — To faithfully
5. Compliance — To determine
control use and investment of the
what tax and other laws may apply
organization’s resources in further
to the organization’s operations and
ance of the approved objectives of
the organization.
see that they are complied with.
he purpose

T
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If this seems like considerably
more than merely writing checks
and making deposits, you are cor
rect, it is. Although it is my own
conception of the job of treasurer
of the typical nonprofit organiza
tion, it is probably no different,
basically, from the job objectives
of the treasurer and controller of a
large corporation, except that here
the two jobs of treasurer and con
troller are usually combined in one.
Why financial men?

It seems to be the lot of many
professional auditors, financial ex
ecutives, and accountants to be
elected treasurer of any organiza
tion with which they happen to be
affiliated. The reason for this is
probably because handling the
financial affairs of an organization
can be an overwhelming thought to
a person whose sole financial expe
rience has been with his personal
Management Adviser

The trained financial man taking over as treasurer of a nonprofit organization is liable to find that
his predecessors have been housewives, physicians, physicists, musicians, engineers, and others.
Their records are all too apt to reflect this fact.

checking account; therefore, he
tends to avoid the job.
Financial executives and account
ants on the other hand, have no
fear of taking on the job of being
treasurer because they are accus
tomed to reviewing or auditing the
financial affairs of many different
organizations.
Having a professional financial
man as treasurer of an organiza
tion, while it may be asking him
to do for love what he is normally
paid good money for, is good for
both the organization and the pro
fessional. First, the typical non
profit organization usually has a
shortage of clerical or accounting
employees, or accounting duties
may be a minor part of their daily
activity. Therefore, the nonprofit
organization is sometimes in dire
need of professional accounting as
sistance, sometimes attainable by
electing a professional accountant
as treasurer.
Second, from the standpoint of
the professional accountant-treas
urer, it is good. If he does a good
job as treasurer, he will enhance his
professional stature and perhaps be
able to get more fee-paying clients
for his firm if he is a CPA. It also
enables him to play a significant
part in establishing or changing the
policies of the organization, as well
as influence decisions made by the
board of the organization in carry
ing out its objectives.
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Naturally, it would be foolish for
one to seek out the treasurership of
an organization for the given rea
sons alone. The person selected
must have a sincere interest in the
organization; otherwise, his work
as treasurer will not receive his
best efforts and both he and the
organization will suffer.
In every case where I have been
treasurer, I have found that I was
able to contribute substantially to
the welfare of the organization
during my term as treasurer. I have
taken over as treasurer from house
wives, physicians, physicists, musi
cians, engineers, and others. I can
recall very few instances where the
books were in good order when I
assumed the treasurership, and that
is the main reason why I am writ
ing this article. It is hoped that this
article will help budding treasur
ers, no matter what their training
may be, to do a better job as treas
urer of their organization, and to
pass on good books and records to
their successors.
What do you do first?

One of the obligations of a re
tiring treasurer is to get his records
all posted and balanced before he
turns them over to his successor.
The newly elected treasurer would
do well to spend some time with
the retiring treasurer, discussing
matters that have not been reduced

to writing, such as where are the
weak links in the organization (ev
ery organization has them).
A valuable tool for a new treas
urer is the independent audit re
port on the term of his predecessor;
however, many times this will not
be completed until well into the
regime of the new treasurer. Even
so, try to obtain the latest audit
report; a year-old audit report is
better than none. This report should
show bank accounts and other hold
ings, types of income and expenses,
and other information. It may even
alert you to the need for your at
tention in certain areas of the oper
ation. Read it carefully, and if
there is something you do not un
derstand, telephone the auditor
and ask.
While you are reading the latest
audit report, take the trouble to
evaluate it to sec if it is up to
standard. You may be in for a
shock, as I was once. I was serving
as treasurer of a united fund, and
was asked by the board to review
the adequacy of audits of the
member agencies of the fund. This
review revealed that many of the
audits were substandard; my re
view was the subject of an article,
“Audits of Nonprofit Organiza
tions,” in the February, 1965, Jour
nal of Accountancy.
The point of relating this is to
caution you to satisfy yourself that
a professional audit was made,
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“I have had the painful

experience ... of finding

the books and records of the
organization in poor order.
This has been from the
standpoint of the books
being out-of-balance, or of

missing records, or of sloppi
ness, and in some cases of

all three. There is nothing
more frustrating to a
new treasurer than to ex

perience these conditions,
especially when one realizes
he is probably doing the

job for love, not money."

and, if not, see what other arrange
ments may be made for an audit.
A good source of background for
a new treasurer is the minute book.
Scanning the minutes of previous
board meetings will give the new
treasurer a feel for what has been
going on and possibly give a clue
to significant problem areas in the
organization. (He may also find
that the minute book is in foul
shape!)
The new treasurer should in
quire if the organization has a safe
deposit box, and, if so, inspect the
contents. There he may find insur
ance policies, deeds, stock certi
ficates, and other valuable papers.
An inventory listing of the contents
of the safe-deposit box should be
made, and a copy of the inventory
signed, dated, and placed in the
box, in addition to your copy.
A review of the organization’s in
surance policies will reveal whether
your position and other positions
handling money are bonded,
whether the organization has ade
quate liability insurance and theft
and fire insurance. I recently com
pleted an audit of a local organiza
tion, affiliated with a national or
ganization, and found that the
national organization maintains
blanket liability and fidelity cover
age thereby precluding the need for
the local organization having such
coverage. This represented a sav
ings of several hundred dollars an
nually for the local group.
The question of the adequacy or
inadequacy of your insurance cov
erage is a technical matter which
should be discussed with your in
surance agent. He will generally
be on the conservative side, tending
to recommend insurance for all
JOHN T. REEVE, CPA, is
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possible contingencies; your board
will want you to recommend a
minimum insurance program, so you
will probably end up somewhere
between these two extremes.
I have had the painful exper
ience, many times as a professional
auditor, and several times as a
newly elected treasurer, of finding
the books and records of the or
ganization in poor order. This has
been from the standpoint of the
books being out-of-balance, or of
missing records, or of sloppiness,
and in some cases of all three.
There is nothing more frustrating
to a new treasurer than to exper
ience these conditions, especially
when one realizes he is probably
doing the job for love, not money.
What do you do when you suspect
or know any or all of these condi
tions exist? It is difficult to say, for
a lot would depend upon how bad
the situation really is. I recall one
instance where I simply had to
start all over by making an inven
tory of the organization’s assets
and liabilities, and having the board
certify to the listings.
If you find yourself in this posi
tion, it is well to thoroughly pro
tect yourself by making it abun
dantly clear to all of the board
members exactly what the state of
the records are so that if it turns
out later that the former treasurer
purposely confused his books to
conceal the embezzlement of the
organization’s funds, the finger will
not be pointed at you.
Naturally, if there is any suspi
cion at all that this might be the
case, it would be advisable to im
mediately stop all business of the
organization and turn everything
over to an audit firm for a thorough
audit.
In many years of auditing the
books of volunteer treasurers, I have
seen a great deal of needless work
done simply because the system
used was poorly designed when the
books were first set up. One glaring
example is the maintenance of a
check book, and the complete dup
lication of these entries in the cash
book. Believe it or not, in one case
I found not only this duplication of
Management Adviser

work, but each entry was also en
tered individually in the general
ledger complete with date, check
number, and description. I suppose
this could be called facetiously
“triple-entry bookkeeping.”
Volunteer treasurers can ill afford
spending time doing needless book
keeping work. There is enough
necessary work to keep them fully
occupied.
So, if you are maintaining a
check book and a cash book throw
the check book away. But first tear
out the checks and pre-number
them. Never once in my experience
has anyone had a logical reason for
this duplication of work; vet when
I am retained to audit a nonprofit
organization for the first time, I can
almost write recommendation No.
1 before I start the audit.
Before actually designing or re
designing the format of the cash
book, it is wise to contemplate the
design for the periodic treasurer’s
report to the board. If you can
decide what information to report
to your board at the monthly board
meetings, then you can design the
cash book to facilitate drawing off
the information most easily for your
treasurer’s report, with the least
amount of analysis work.
Exhibit 1, above, shows a format
for a treasurer’s report, while Ex
hibit 2, below, is the correspond
ing format for the cash book.
Note that the columns on the left
of the cash book contain all of the
information which is usually found
in check books: namely, date of
entry, paid to or received from,
bank balance, check number, de
posit amount, and check amount.

EXHIBIT I
ABC ORGANIZATION
Treasurer's Report
(Date)
Cash balance, beginning of period

$
Budget

Actual
This Mo.

To Date

Received during period:

Item A
Item B
Item C
Item D
$

Total received

Balance plus receipts

Expenditures during period:

Cost Center 1
Cost Center 2
Cost Center 3
Cost Center 4
Cost Center 5
Cost Center 6
Total expenditures
Cash balance, end of period

$

Memo items, end of period
Accounts receivable

$

Accounts payable

$

Commitments

$

An advantage of this cash book is
that each day each page can be
cross-footed as you go along. Then
when the end of the month arrives
and you post to the general ledger,
you won’t have a big job of balanc
ing the cash book. Exhibit 3, on
page 40, shows an analysis of funds,
assuming there is more than one
fund for which you must account.
What is important to your board?

It is not always going to be easy
to understand the real nature of the
organization of which you are the
new treasurer. The organization
may have funds for various pur
poses which have lain dormant and

of which you may not have been
made aware. It happens quite fre
quently that small organizations
do, in fact, have several funds
which need to be segregated and
accounted for individually. This
complicates the bookkeeping and
accounting considerably. If these
funds have not already been set up
as separate entities on the books,
you should consider calling upon
the services of a professional ac
countant for help, if necessary.
I once audited a small organiza
tion which had three separate
funds, and actually had a separate
cash book for each fund. It is im
portant to understand the reason
why each fund is set up as an indi-

EXHIBIT 2
ABC ORGANIZATION
Cash Book for Period

(dates)

Debits

Date

Rec'd. From or
Paid To
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Check
No.

Bank
Balance

Deposit
Amount

Check
Amount

Credit
Acct.
Amt.
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EXHIBIT 3
ABC ORGANIZATION
Statement of Analysis of Fund Balances at

(date)

Total All

Fund balance, beginning of period

Fund L

Fund M

Fund N

$

$

$

Funds
$

Additions:
Contributions

Dues
Other items

Totals

Balance & additions
Deductions:

Cost of operations
Distributions
Other items

Total deductions

Fund balance, end of period

vidual fund and whether or not it
is really necessary. Usually, special
funds arise because donors may in
sist that their donation be used only
for a specific purpose. Many years
ago I audited the books of a large
church in New York which had
over 100 of these restricted funds.
Generally, it is advantageous to
have as few funds as possible; hav
ing restricted funds greatly com
plicates the bookkeeping and ac
counting.
United funds sometimes receive
gifts where the donor stipulates
that his gift is to go to such and
such an agency. This can be ac
complished easily by the united
fund by the simple expedient of
assuming that this gift is a portion
of the money that the united fund
has already allocated to the agency
in question (provided that agency
is a member agency). It saves the
useless procedure of writing a sep
arate check to the agency in the
amount of the restricted gift, then
making a new calculation of dis
tribution of the united fund’s pro
ceeds after deducting this restricted
gift from the share of the agency
in question.
In considering the kind of report
to design for your periodic reports
to the board, two important aspects
are: I) your own stewardship re
sponsibility, and 2) what is im
portant to the board.
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As far as stewardship is con
cerned, this can be satisfied by a
simple cash statement, i.e., cash bal
ance, beginning of period, cash re
ceived during the period, cash dis
bursed during the period, and cash
balance at end of period. The de
gree of detail given for each of
these figures is for you to decide.
However, it is best to break the
receipts and disbursements into
meaningful categories, perhaps
showing them as comparisons to
the budget for these categories.
You may not know at once what
type of information your board likes
to see, so it is best to remain flex
ible. In due course, if they have
any ideas they will probably make
them known to you and you can
then modify your periodic report
accordingly.
Cash basis is recommended

It is desirable to operate the
books on a cash basis. The trouble
is, how do you handle those ac
counts receivable due but unpaid
at the end of the reporting period?
The simplest procedure is to ignore
accounts receivable and assume
that they do not exist for purposes
of your cash statement. If you like,
you can simply add them up and
show them as a memo item at the
bottom of your cash statement, one
figure for accounts receivable.

It is easy to handle the accounts
payable by simply paying all of
the bills, so they will be included
as disbursements. So, in our hypo
thetical system, all bills on hand
are paid so there are no accounts
payable, and accounts receivable
unpaid are ignored, until the
money is actually received.
What if there is insufficient cash
to pay all bills on hand? Here is a
case where these bills should be
added up and shown at the bottom
of the cash statement as a memo
item as accounts payable. It will
clearly show that there isn’t enough
cash available to pay these bills.
This situation is one which causes
trouble for the organization and
one which deserves your immediate
attention as well as the attention of
the board. You must find out why
this situation developed and what
went wrong to cause liabilities to
exceed assets.
Every organization’s resources are
limited and, therefore, require the
establishing of priorities. I have yet
to see the organization which did
not have more projects than it had
funds to operate with. So this forces
the board to choose which projects
it wishes to perform. Once the
choice is made and the funds allo
cated, the die is cast but there will
continue to be pressure to spend
money on unauthorized projects
and pressure to camouflage the ex
penditure on the books. Fast-talk
ing artists may even halfway con
vince the board that it’s all legal.
You, as treasurer, need to be very
wary of this and especially wary
of people in the organization mak
ing commitments for future ex
penditures for unauthorized proj
ects. In controlling commitments,
even for authorized projects, they
should be made only by one person,
the project director. Uncontrolled
making of commitments can be dis
astrous even for bona fide author
ized projects because funds are
limited.
I have found it useful to include
a memo entry on the treasurer’s
report of unpaid balance of com
mitments, where they are signifi
cant.
Management Adviser

A nonprofit organization is not
automatically exempt from Federal
income tax, and it must file income
tax returns until it has been noti
fied by IRS that it is exempt. Even
then it must file annual information
returns with IRS.
In recent years there has been
extra effort by the IRS to increase
its surveillance of tax exempt or
ganizations in order to smoke out
those organizations fronting for
profit-making concerns and soaking
up profits of the latter tax free.
Genuine nonprofit organizations
need not fear a review by IRS of
their status provided they keep ade
quate books and records and file
timely information returns.
Suppose, when you take over as
treasurer, you discover, as I did
once, that not only has your organ
ization never applied for nonprofit
status, but it is not filing Federal
income tax returns either?
The only thing to do in this situ
ation is to immediately notify your
board that it is in violation of the
law.
But, before doing this, obtain
a copy of IRS Publication 557,
“How to Apply for Exemption for
an Organization,” and read it thor
oughly so you will be able to an
swer the board’s questions.
Internal Revenue Code, Section
501 (a) provides that all exempt
organizations, except those with an
nual gross receipts of $5,000 or less,
and except churches, must file with
IRS an annual information return
on IRS form 990. The law also pro
vides that to be approved as an ex
empt organization, you must sub
mit certain information to IRS on
an exemption application (IRS form
1023) upon which IRS will officially
notify you by letter whether or not
your organization qualifies for ex
emption.
The official exemption letter,
therefore, becomes a very valuable
document to be preserved care
fully for future reference. It is
well to make several copies of the
exemption letter and file them in
different locations.
If you do discover that your or
ganization is neither officially ex
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empt from income tax nor files
income tax returns, there will be
those on your board who will point
out that you have been getting
away with it for years, and why
rock the boat now? The only reply
to this is that the organization is
in violation of the law and there
are stiff penalties which could be
invoked by IRS. For example, the
Tax Reform Act of 1969 provides a
penalty of $10.00 per day, up to
$5,000.00 for each exempt organi
zation failing to file a timely infor
mation return.
While, theoretically, an organi
zation not exempt from income tax
is supposed to file annual income
tax returns with IRS, there is a
loophole in the income tax law
which actually permits a corpor
ation to not file an income tax re
turn if its attorney or accountant
advises it not to file because there
was no income to report. In effect,
this situation discourages a true
nonprofit organization from taking
the trouble to apply for exemption,
and, thereafter, to file timely infor
mation returns. Why should it go
to this trouble and expense when
really all it needs to do is fail to
file income tax returns whenever
it has no net income?
Day of reckoning

Surely the day will come when
an organization will have to file an
income tax return whether it has
a net income or net loss.
When your organization is an
affiliate of a parent organization,
you should write to your parent
organization to see whether or not
your local organization is already
exempt under a group ruling issued
to your parent organization. Ask for
a photo copy of the ruling so you can
see for yourself that you are cov
ered, and so you can file the ruling
in your permanent records. Even
though your parent organization
has been ruled exempt, this fact
will not exempt your local organi
zation from filing its annual infor
mation returns. Your local organi
zation may, if it wishes, supply the
parent organization with the infor-

You, as treasurer, may find there's
insufficient cash to pay bills on hand.

mation and request that it be in
cluded in a group information re
turn. I feel that the best policy,
however, is for each local organi
zation to file its own annual infor
mation return.
Budgetary control

The annual budget is probably
the best and perhaps the only in
ternal control mechanism in many
small organizations. You, as treas
urer, must insist that your entire
board participate in preparing and
adopting your organization’s annual
budget. You or a budget committee
may do the ground work necessary,
but only by involving the entire
board in a thorough discussion of
the budget will the real value of
the budgeting process emerge.
To make budgeting and account
ing most effective, one should try
to ascertain the natural control cen
ters of the organization, then design
the accounting and budgeting along
these lines. For example, if it’s a
church with significant maintenance
expenses, try to line up all main
tenance expenditures as one cost
center, which will be under the
control of the person responsible
for maintaining the physical plant
of the church. Request him to sub
mit a plan for the annual mainte
nance projects, along with his esti
mate of cost. Then submit this to
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An effective practice to make
accounting reports of max

imum usefulness of your

board is to show “revised
estimates” in addition to

original budget figures in

your monthly report. For ex
ample, if your organization
collects dues from members

and there has been a big
increase in members since

the budget was prepared, it

is helpful for the board to
know the new estimate of

dues to be received over the
total originally estimated so

that it may adjust expendi
tures accordingly.
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the board along with your or your
budget committee’s recommenda
tion, for the board’s review.
Follow this same procedure for
all controllable natural cost cen
ters in your organization. You will
not only produce better budgets,
better accounting, but you will cre
ate financial responsibility in all of
the people you involve in the bud
geting process.
In auditing the books of many
organizations, I have noted that
many times a budget committee
will recommend a budget, the board
will thoroughly discuss it and adopt
it, according to the minutes, but
fail to place a copy of it in the
official minutes. Since the approved
budget is very important from the
internal control viewpoint, a copy
should be incorporated in the offi
cial minutes. Any subsequent
changes made should also appear
in the minutes.
What about the matter of vari
ances of actual cost or expenditure,
with the budget? The budget, while
it is an important control mechan
ism in an organization, should not
become a straitjacket within which
the organization cannot effectively
function. After all, the budget is
merely an educated guess about
the future and to interpret it as if
it were the actual future is fool
hardy. Therefore, variances should
be expected, shown as such, and
explained satisfactorily; the board
should not expect all expenditures
to equal what was budgeted.
Many organizations delude them
selves by voting changes in the
budget to conform the budget to
what the actual expenditure is.
What a wasteful and foolish prac
tice this is! This practice serves no
useful purpose and actually ob
scures the record of the originally
approved budget.
I’m not saying that an organiza
tion shouldn’t revise its budget per
iodically for significant new facts
of which it becomes aware. For
example, if halfway through the
year, the board votes to undertake
a new activity, naturally it will pro
vide the funds for the new activity
and a revised budget will have to

be made to cover the new expenses.
An effective practice to make ac
counting reports of maximum use
to your board, is to show “revised
estimates” in addition to original
budget figures in your monthly re
port. For example, if your organi
zation collects dues from members
and there has been a big increase
in members since the budget was
prepared, it is helpful for the board
to know the new estimate of dues
to be received over the total origi
nally estimated so that it may adjust
expenditures accordingly.
Conclusion

Being elected treasurer of an or
ganization is an honor and a re
sponsibility. It is considerably more
than being bookkeeper and accoun
tant. It involves banking, financial
planning, financial analysis, man
agement advising, internal auditing,
and controlling. Next to the presi
dent or head of the organization, it
is undoubtedly the most important
and responsible position in the or
ganization. It is, therefore, extremely
important to pick the candidate for
treasurer very carefully and not
treat it as a job that anyone can
perform satisfactorily. Who then
are likely candidates?
It certainly helps to have candi
dates who have experience in the
fields of accounting and finance. I
have, however, seen a scientist
make a fine treasurer (with con
siderable coaching and a corre
spondence course in accounting). I
have also seen a scientist louse
things up so badly that the records
were impossible to unravel and had
to be recreated from scratch.
Unfortunately, many people who
know how to keep a check book
believe that is all there is to being
treasurer of an organization and,
therefore, feel qualified. I hope
that I have shown that there is
much more than merely writing
checks to being a competent and
effective treasurer. While it is not
my intent to discourage candidates,
poorly qualified candidates may do
the organization harm in spite of
good intentions.
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Most financial plans are based on single-value estimates
—the best possible, granted, but still assumptions. The
author suggests using an entire range of figures for
each variable to improve —

FINANCIAL PLANNING AND CONTROL
by Hugh J. Watson
University of Georgia

ingredient in the
ministic. This means that only sin
mix of factors that leads to
gle-valued estimates are made for
each variable in the model. For ex
continued business success is the
ample, the estimate for next year’s
preparation of pro forma financial
total sales might be $740,000, even
statements. These statements are
though the analyst does not believe
the basis for management’s per
that
total sales will be exactly this
formance of planning and control.
amount.
Shown in Exhibit 1, on
Financial planners have been
page
44,
is a typical deterministic
turning recently to simulation as a
pro
forma
statement for 197___
method for preparing financial state
Based upon this financial analysis
ments.1 While those who use simu
the estimate for net income after
lation find that they are required
taxes for 197__ would be $77,000.
to take more care in thinking about
Of course it is exceedingly unlikely
the future, they are rewarded with
that it will be exactly this amount,
more information for decision-mak
but this is the best available figure
ing purposes.2 This article details
for planning and control purposes.
and illustrates how probabilistic
simulation can be used to provide
Unfortunately, the deterministic
analysis does not provide any infor
improved information for financial
mation as to how widely the net
planning and control. The prepara
tion of a pro forma income state
income figure might vary. There
ment is used as an example.
are a number of planning and con
Most financial planning is deter
trol situations that cry out for
n important

A
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this type of information; as illus
trated by the following examples.
Let’s assume that management
would go ahead with a proposed
plant expansion if it was 95 per cent
certain that net income after taxes
in 197__ would be $55,000 or more.
However, this information is not
available from the deterministic an
alysis; thus, management is uncer
tain whether or not to undertake
the plant expansion.
At the conclusion of 197__ net
income after taxes turns out to be
$35,000 instead of the budgeted
amount. Should this variation from
the expected be viewed with sur
prised alarm or, rather, resignation
that the possible did indeed hap
pen? The deterministic analysis pro
vides no answer to this question.
What management needs in many
instances is information about how
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EXHIBIT I
Budgeted Income Statement
For the Year Ending December 31, 197—
.

..................................................................................
.............................................................................

230,000

Selling Expense..........................................................................
General and Administrative Expense
....................................
Research and Development Expense
Interest Expense
.................................................................

170,000
165,000
14,000
7.000

Total Sales

Cost of Goods Sold

Total Expenses..........................................................................

..............

586,000

Net Income Before Taxes
Income Taxes

.................................................................
...............................

154,000
77,000

Net Income After Taxes

. .

..............

widely the budget estimate might
vary and with what likelihood. This
type of information is available only
through a probabilistic analysis.
In order to generate a probabilis
tic estimate of net income after
taxes, management must provide
this type of information for the vari
ables. Exhibit 2 on page 45 shows
this type of information for a vari
able frequently encountered in fi
nancial analysis, total sales. The
cumulative probability curve was
generated by management’s re
sponses to the following question:3
“In line with your best judgment,
what chance would you assign to
total sales being equal to or less
than X dollars?”

X

Probability
(Total Sales=X)

$ 300,000
400,000
500,000
600,000
700,000
800,000
900,000
1,000,000
1,100,000

0.05
0.10
0.20
0.38
0.60
0.71
0.80
0.86
0.92
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$740,000

the

application

of

$ 77,000

1,200,000
1,300,000

0.95
0.98

In a similar manner probabilistic
estimates can be generated for the
other variables. One would simply
be talking about selling expense, in
terest expense, etc., instead of total
sales.
In order to have a probabilistic
estimate of net income, the data in
puts for the budget variables must
be algebraically combined. Two ap
proaches to this problem are avail
able—(1) analytic or (2) numeric.
The analytic approach is the most
precise but requires considerable
mathematical and statistical train
ing to understand and apply.4 The
requisite skills are not possessed by
most practicing managers. The nu
meric approach, the one presented
here, requires little background in
mathematics and statistics. It usu
ally does demand, however, ac
cess to a digital computer. Once
the basic program is developed,
though, the probabilistic analysis
can be performed repeatedly at
minimal cost.
Fortunately, all of the probability
distributions can be combined to
provide a probabilistic estimate of
net income after taxes—but through
the use of simulation, not by analy
tical methods.
Simulation analysis

A simulation approach to the
problem replaces the difficult math
ematical and statistical operations
with a large number of relatively

easy computations.5 The manager
needs to specify the relationships
between the variables in the bud
get, express his intended actions if
certain conditions arise (e.g., what
will be done to research and de
velopment expenditures if total
sales are dropping below $300,000?), and generate probability dis
tributions for the variables (as was
done for total sales).
Assume that management has es
tablished a model for the pro forma
income statement, as shown in Ex
hibit 3 on page 45."
In the model presented in Exhibit
3 two variables, total sales and re
search and development expense,
are treated independently of the
other variables. Certainly, this treat
ment involves at least a slight over
simplification. However, as a first
approximation it may be satisfac
tory. Total sales are influenced more
by variables outside of the model,
e.g., the general level of the econ
omy, than by budget variables. Re
search and development expendi
tures are primarily at management’s
discretion and need not be related
to any other variable.7
Variables-sales relationship

There are a number of variables
in the model that are probabilistic
ally related to total sales. For ex
ample, the cost of goods sold is
equal to a probabilistic estimate of
fixed costs, plus a probabilistic esti
mate of variable costs, multiplied by
total sales (TC = FC + VC X S).
The analyst must provide probabil
istic estimates for the fixed and
variable components of total cost
unless such costs are known with
certainty?
Some variables may not always
require probabilistic estimates. If
the analyst is certain about the
amount of debt outstanding and
the interest rate(s) on that debt,
only a single-valued estimate is
needed for interest expense. In the
illustrated simulation the estimates
for the interest rate, outstanding
debt, and tax rate are assumed to
be known with certainty.
And finally, some of the variables
Management Adviser
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Total Sales ($100,000)

in the model do not require esti
mates at all since their values are
completely derived from the values
of the other variables. For example,
total expenses is simply the sum
mation of all the other expense
variables.
Once the model and necessary
estimates are prepared, a table of
uniform random numbers and a
work sheet are all that is needed to
begin the simulation.9 The analyst
begins by randomly selecting a
starting point in the random num
ber table and recording the selected
number on the work sheet (see Table
1 on page 46). The number drawn
(59 in this case) is then associated
with a value for total sales. The
association is made by interpreting
the random number as a cumulative
probability (with an implied deci
mal point in front of the random
number), and by noting the value
for total sales that relates to the
cumulative probability. For exam
ple, from Exhibit 2 it can be seen
that $695,000 of sales is associated
November-December, 1972

ciated with the random number 20.
The total variable cost of goods
sold is then computed.

with the random number 59.
The procedure is repeated for the
next variable, cost of goods sold.
The cumulative probability distri
bution for fixed cost of goods sold
(only the probability distribution
for total sales is shown in this arti
cle) indicates that the next random
number, 09, relates to $41,000. For
the variable component of cost of
goods sold, a cost of $0.20 is asso

$0.20 x $695,000 = $139,000

The total cost of goods sold is
the sum of the fixed and variable
components.
$41,000 + $139,000 = $180,000
The next two variables in the

EXHIBIT 3
Total Sales = Total Sales
Cost of Goods Sold = Fixed Cost of Goods Sold + Variable Cost of Goods Sold
x Total Sales

Selling Expense — Fixed Selling Expense

Variable Selling Expense x Total Sales

General and Administrative Expense = Fixed General and Administrative Expense +

Variable General and Administrative Expense
x Total Sales
Research and

Development Expense =

Research and Development Expense

Interest Expense = Interest Rate x Outstanding Debt

Total Expenses = Summation of All Expenses
Net Income Before Taxes = Total Sales — Total Expenses

Income Taxes = Tax Rate x Net Income Before Taxes
Net Income After Taxes = Net Income Before Taxes — Income Taxes
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TABLE I
1 st Iteration

Total Sales

Simulated

Random

Simulated

Number

Activity

Number

Activity

59

$695,000

54

• • •

Random

Number

42

$676,000

Simulated
Activity
$620,000

Fixed

09

41,000

60

63,000

88

81,500

Variable

20

139,000

69

167,000

08

126,000

Fixed

33

50,500

76

86,300

91

110,000

Variable

49

69,500

62

92,500

28

35,000

Fixed

95

152,000

27

110,200

29

112,500

Variable

56

22,000

34

16,000

84

38,000

41

15,000

48

16,000

13

10,000

Cost of Goods Sold

Selling Expense

200th Iteration

2nd Iteration

Random

General & Administrative
Expense
Research & Development

Expense
7,000

7,000

7,000

Total Expenses

496,000

558,000

520,000

Net Income Before Taxes

199,000

118,000

100,000

99,500

59,000

50,000

$ 99,500

59,000

50,000

Interest Expense

Income Taxes

Net Income After Taxes

Net Income After Taxes

Arithmetic Mean

=

I =

Net Income After Taxes
-

∑ I = $66,050
n

Standard Deviation = S =

√ ∑(I

- 66,050)2 = $29,450

n — 1
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Relative Frequency

15,000

4

0.020

15,000 —

35,000

35,000 -

55,000

23
46

0.230

55,000 75,000 95,000 -

75,000
95,000
115,000

71

0.355

28

0.140

14

0.070

115,000 -

135,000

8

0.040

135,000

-

155,000

3

0.015

155,000 -

175,000
195,000

2

0.010

1

0.005

200

1.000

175,000 —

budget are selling expense and gen
eral and administrative expense.
Each of these expenses is similar
to the cost of goods sold in that
it has fixed and variable com
ponents. Their values in the first
iteration are obtained in a manner
analogous to that for the cost of
goods sold.
In the model, research and de
velopment expense is independent
of any other variable. Its value is
obtained by generating a random
number (41) and relating it to a
cost ($15,000).
The remaining variables in the
budget do not require random
numbers. Their values are either
known with certainty or are com
pletely derived from the values of
the other variables. All of the val
ues are recorded on the worksheet.
The first repetition through the

Frequency

-$5,000 -

model provides an estimate of
$99,500 for net income after taxes.
In order to generate the entire
probability distribution for net in
come it is necessary to perform
many repeat runs. The greater the
number of repetitions, the greater
the precision of the probability dis
tribution for income.10 Once all the
iterations are completed, the output
of the simulation can be analyzed.
The illustrated analysis of net in
come includes computing its mean
and standard deviation, placing the
simulated values in a frequency
distribution, and preparing a prob
ability histogram (see Table 1 and
Exhibit 4 on page 47). The com
pleted analysis permits the expres
sion of probability statements for
net income after taxes in 197—.
Now recall the two situations that
were encountered earlier but could

0.115

not be analyzed by deterministic
methods. Each example required
probabilistic information to perform
the analysis.
The planning example was con
cerned with the likelihood that net
income after taxes in 197— will be
equal to or greater than $55,000.
Management has stated that it will
go ahead with the proposed plant
expansion if this likelihood is 95
per cent or more. The probabilistic
analysis reveals, however, that there
is only a 63.5 per cent probability
that net income after taxes will ex
ceed $55,000. This probability is
obtained by summing the relative
frequencies in those classes that are
equal to or greater than $55,000
(0.355 + 0.140 + 0.070 + 0.040
+ 0.015 + 0.010 + 0.005 = 0.635
= 63.5 per cent) or by noting the
area under the probability histoManagement Adviser

Generating the entire probability distribution for income requires many repeat runs

gram from $55,000 on up. Since the
actual probability is considerably
below the 95 per cent level, man
agement will probably not plan on
expansion activities in 197—.
The control example involved in
terpreting the actual net income
after taxes figure at the close of
197—. Specifically, how should
management respond to a net in
come figure of $35,000? While a
definite answer cannot be made
for management, it can be noted
that the probabilistic analysis indi
cated a 13.5 per cent chance (0.020
+ 0.115 = 0.135 = 13.5 per cent)
that net income would be equal to
or less than $35,000. Management
probably is not pleased with the
197— effort, but it should not be
too surprised to find net income
this low.

Performing sensitivity analysis on
a model, including the pro forma
income statement, generates valu
able information for management.
“Sensitivity analysis” is a term used
to describe the process of varying
a model’s data inputs over certain
ranges and noting the effect on the
model’s output. Those data inputs
which have little effect on the mod
el’s output are described as being
relatively insensitive while those
that significantly affect the model’s
output are considered to be sensi
tive.11
There are a number of reasons
why sensitivity analysis should be
performed. First, management can
determine the effect on the model’s
output if the estimates for the data
inputs are in error. For example,
what is the effect on net income

after taxes if the estimate for total
sales is overstated by, say, 10 per
cent? This information can be ob
tained by rerunning the simulation
with a new probability distribution
for total sales.
Knowing which variables in a
model are most sensitive allows
management to key its control sys
tem to those sensitive variables.
For example, if total sales is a sen
sitive variable and begins to drop
below expected levels, management
should have pre-planned responses
in mind.
Sensitivity analysis also indicates
when the gathering of additional
information might be most bene
ficial. The potential impact of more
information is to change the esti
mates for some of the variables.
However, the only changes in the

EXHIBIT 4
Probability Histogram of Net
Income After Taxes

Net Income After Taxes ($1,000)
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data inputs that affect the model’s
output are for the sensitive vari
ables. For this reason, additional
information-gathering efforts should
be slight for an insensitive vari
able.
Conclusion

A probabilistic method of
analysis is superior to
deterministic methods

because of the increased
amount of information that

is provided for decision
making purposes. The

manager has available to him

information as to how
widely a variable might vary.

This article has attempted to
demonstrate through the prepara
tion of a pro forma income state
ment that probabilistic financial
statements can be prepared with
out encountering prohibitively diffi
cult mathematical operations.
A probabilistic method of analy
sis is superior to deterministic
methods because of the increased
amount of information that is pro
vided for decision-making purposes.
The manager has available to him
information as to how widely a
variable might vary. This addi
tional information can lead to the
formulation of probability state
ments that are useful in perform
ing the planning-control process.
The probabilistic simulation tech
nique can be applied to many
financial planning situations. Prob
abilistic cash budgets can be pre
pared.12 Capitalization requirements
for new and expanding firms can
be analyzed.13 A probabilistic esti
mate of a project’s return on invest
ment can be made.14 The breakeven
point for new products can be prob
abilistically estimated.15
Financial planning is turning from
deterministic to probabilistic meth
ods of analysis. Probabilistic simu
lation is particularly suitable for
this purpose because of its capacity
for handling complex relationships.
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In setting goals at the top and sending down crash
orders to achieve them or else, management often
loses more than it can hope to gain through employee
resentment at not being consulted —

THE “PEOPLE” FACTOR IN PROFITABILITY
by Ralph M. DeBiasi
Leviton Manufacturing Co., Inc.
5% of the people work,
surveys Chris Argyris reported on
10% of the people think they
in his classic study of The Impact
work, and the other 85% wouldof Budgets on People, New York
rather die than work. ... I think
Controllership Foundation, 1952,
there is a definite need for more
which reflect behavioral assump
pressure, people have to be nee
tions implicit in the structure of
dled. ... Man is inherently lazy,
most present day accounting
and if we could only increase the
systems.
pressure I think the budget system
The view which holds that people
would be more effective.”
are ordinarily lazy, inefficient, and
“There are hundreds of workers
wasteful; that if money is available
who don’t have the capacity to do
it is to be spent; and that work is
things other than what they are
an unpleasant task that people will
doing. They might be able to de
avoid whenever possible, reflects a
velop some capacities, although I
management philosophy prevalent
think there are many who couldn’t
in the early 1900s and one that is
even if they wanted to; because
still dominant to this day.1
they don’t have the desire.”
Have I shocked you? I hope not.
1 Caplan, Edwin H., Management Ac
Did it sound familiar? It should
counting and Behavioral Science, Read
have.
ing, Mass., Addison-Wesley Publishing
These are all quotations from
Co., 1971.
bout

A
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The emphasis of this philosophy
is on economic gain for the enter
prise, on economic incentives for
the individual, and on economically
oriented decision-making processes.
We continue, with minor modifica
tion, to use an organization theory
which is concerned with men pri
marily as adjuncts to machines, to
be taught and economically moti
vated to maximize productivity
through increased efficiency.2
To implement this philosophy,
accounting techniques are estab
lished which help management to
2 Toan, Arthur B., Jr., “Does Account
ancy’s View of Human Behavior Meet
Today’s Needs,” Price Waterhouse Re
view, Summer-Autumn, 1971, also Is
Accounting Geared to Today's Needs?”
Management Adviser, November-Decem
ber, 1971.
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Working conditions, fringe
benefits, etc., are essential

but not motivators of people.
The real motivators are

responsibility, achievement,

the work itself, and ad
vancement. These are the

key to improving worker per

formance and productivity.

plan, coordinate, and control, so as
to achieve the maximum profits.
The resulting accounting system
serves as the control device so that
management is able to identify and
correct the undesirable performance
of those so-called “lazy workers.”
Interestingly enough, it is a
pretty good description of most
business accounting systems today.
The behavioral assumptions inher
ent in these systems have endured
for a long time. But today, they are
—and rightfully so—being ques
tioned, doubted, and challenged in
many areas.
The world of the 1970s in which
we find ourselves, is far removed
from what it was 50 or 60 years
ago. Technological change, eco
nomic change, changes in the struc
ture of the family, and changes in
education have all had a profound
effect on attitudes, thought, and ap
proach to life.3
Fundamental changes in values,
particularly among our younger
workers, (veterans and minority
workers, if you will), are having a
strong influence on managerial be
havior and the underlying assump
tions on which traditional account
ing has rested for so many years.

The management of human

resources should have the

Shift toward autonomy

same, if not greater, priority

In the business setting, direc
tional changes can be seen toward
more autonomy for the individual,
wider participation in planning and
decision making, greater depend
ence upon individual judgment,
and more widespread recognition
of the potential power of non-man
agers to help (or thwart) business
in the realization of its goals.
We are moving away from the
sanctity of management rights and
organizational policies and proced
ures. To achieve the economic goals
of management (on a long-run as
well as short-run basis) it is neces
sary to recognize what motivates
people. Failure to do so will ad
versely affect the long-run contri

as the management of
other business assets.

3 Lee, James A., “Behavioral Theory vs.
Reality,” Harvard Business Review,
March-April, 1971.
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butions people can make, which are
so important to any company.
Now, what do I mean by this?
If the system emphasizes short-term
profits and cost savings, if the sys
tem does not offer motivation, then
the attainment of the higher pri
ority of long-term profit contribu
tion is jeopardized or even impos
sible.
Working conditions, fringe bene
fits, etc., are essential but not moti
vators of people. The real motiva
tors are responsibility, achievement,
the work itself, and advancement.
These are the key to improving
worker performance and produc
tivity.4
The management of human re
sources should have the same, if
not greater, priority as the man
agement of other business assets. I
am afraid that in some of our com
panies this is not the case.
Are traditional theories true?

At this stage we can begin to see
that serious doubt exists as to
whether the economic and organi
zational theories underlying our ac
counting systems properly or fully
describe the forces which motivate
both managers and employees.
Diverting for a moment, I recall
reading some figures recently which
showed how poorly the U.S. has
been doing in the international race
to increase productivity. During the
last decade, the U.S. increase in
output per man-hour was the low
est among all of the developed na
tions of the free world—less than
one-third of what the Japanese ac
complished.
Although it is understandable
that the newly developing nations
should make rapid gains in produc
tivity, still there is a nagging doubt
that our productivity is increasing
as much as it could. I can’t help
but think there is some relationship
between lagging productivity and
the “people” problem. We can
4 Hertzberg, Frederick, Bernard Mausneo,
and Barbara Snyderman, The Motivation
to Work, New York, John Wiley & Sons,
1959.
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make rules and regulations, and set
forth all kinds of plans and proce
dures, but it means little if we have
neglected our human resources and
lost their productive interest. We,
as managers, must share some of
the responsibility for seeing the
U.S. go from No. 1 in productivity
to No. 10.
Industry’s attitude skeptical

What we are really dealing with
is human behavior. And, unfortu
nately, since the field of behavioral
science as related to business has
been exploratory at best, we are
left with more questions than an
swers.
As an example, management ac
counting is not in a position to as
sign values to human assets and
measure changes in them over pe
riods of time.
Although we can still appreciate
the plight of the manager who at
tempts to build high morale and
motivation, to increase productiv
ity, and who is hamstrung by the
short-run orientation of accounting
indexes, can we help?
Management, on occasion, has
taken a dim view on the subject
of human relations. I am sure at
one time or other you have all heard
management respond to pleas for
consideration of human behavior
with such terms as . . . “not useful
. . . too fuzzy . . . theoretical . . .
soft . . . not operational”5 partic
ularly when attempts are made to
incorporate the human equation
into profit planning.
However, in all fairness, industry
in recent years has shown a willing
ness to experiment—even though
many such experiments fail or offer
questionable results—and its atti
tudes are changing as far as “fuzzy,
theoretical, and soft” are concerned.
You may well ask, “What part
can I play in this period of

change?” Very little if you accept
the view that managerial behavior
change is primarily a function of
cultural change. To me it is evident
that, as managers, it is our responsi
bility and that it will not happen
until we properly assume the obli
gation to bring about the change.
If we agree these changes are
desirable, are we going to say they
will come about as cultural changes
and sit back and wait for them to
happen? Or are we going to take
an active role and make it happen?
In this connection, let us exam
ine some of the issues we will face
in taking on the challenge. You will
find as we deal with the issues
raised that there are no clear cut
paths to the correct solution.
First, let us consider the “people
factor” in profitability.
While a lot has been said and
written about the ideal approach
to profit planning—with participa
tion at the lowest possible level of
responsibility and the need for
built-in feedback to monitor and
control performance—my experience
is that in actuality most profit plans
are set by committee (this is true
whether for sales, operations, ad
ministration, or even corporate
profits); not by the line supervisors
and foremen expected to carry out
the plan, but by the top managers
and owners of the business most
desirous of the results (and who
stand to gain the most), whether
the goals set to achieve these re
sults are reasonable or not. We
don’t admit this, but I think it’s a
fact of life.
Frankly, I am not convinced this
is altogether bad, and not the most
practical approach, and (within the
context of reality), provided the
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Are the goals realistic? Or will they simply tend to create stress and pressure?

profit planning is realistic and set
constructively to “help” the line
supervisor and his people achieve
their goals—not to “police” their ac
tivities or legally bind them. It is
my experience that at this level they
are sincerely seeking assistance that
we rarely give them.
This is where I’d like to get into
what I call “humanizing” the profit
planning process to make life easier
and more productive for all ech
elons of management. While my in
formation is derived from experi
ence in privately held corporations,
it is equally applicable, I feel, to
publicly held corporations and
businesses.
We must ask, “Are the goals real
istic? Or will they merely tend to
create stress and pressure?”
In the drive to force through
very real and important goals it
is easy to lose sight of the fact we
need “people” to get the job done.
And sometimes we become so com
mitted that we are blind and deaf
to these same people when they
voice doubts or raise objections
about being able to meet the goals
within the time scheduled.
I am not talking now of the line
supervisor or foremen who will al

ways find ways and reasons why “it
can’t be done” but the man who
honestly questions the plan—rightly
or wronglv—and has the guts, ex
perience, and loyalty to speak out
(because it takes all three). Again,
I must emphasize, he is the man
who honestly questions the plan.
“Trickle-down” directives

Such situations are usually the
result of a chain reaction that starts
at the top and is bucked down
through successive layers of man
agement until it trickles down to
the foreman and his assistant. The
president tells the v.p. who calls
in the manager who passes it on to
the supervisor who assigns it to the
foreman—and there it terminates.
Usually accompanied by the “allstops-out” cry that, “We don’t care
how you do it but it’s got to be
done. Your people can do it. Sell
them on it!”
The result is a build-up of stresses
throughout the chain of command
in direct proportion to the impor
tance of the end result. All of which
lands without recourse, on the man
ager, supervisor, or foreman, not the
workers who have a union to pro

tect them from retribution or blame
if the plan fails.
This might be particularly appli
cable as a result of a response to an
emergency competitive situation or
drastic change in market conditions
which calls for a sudden revision of
budgets and goals.
What happens when such situa
tions don’t follow the textbook? A
lot of companies talk a good game
about “participation at the lowest
level” but play a bad game or none
at all.
How many of us work for com
panies in which the lowest level of
management responsibility enters
into every budget action—and here
I’m talking about the foreman who
gets the job done—to set objectives
when planning budgets that affect
his operation? Not too many, I
would venture to say, based on the
stories I’ve heard.
What it means then is that it is
up to you, or one of your people,
to make sure the channels of com
munication are open. And that
when a seemingly impossible task
is seen as such by the people ex
pected to get the job done—justi
fiably or not—that you investigate
their concerns.

A chain reaction starts when a goal originates at the top and is
then bucked down through successive layers of management
without adequate time for discussions or reactions on the way.
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Let me give an example of
a situation that developed at my
company. We were up against a
competitor who suddenly started
selling a consumer product at a
much lower price than ours. He
was beginning to make serious in
roads into a market we traditionally
dominated. This was definitely hav
ing an adverse effect on our sales
volume.
While our product was of a much
more rugged design, and of su
perior quality, it was actually overdesigned for the market. So we as
signed engineering the job of com
ing up with a simpler low-cost unit
without reducing reliability or
product life, within a parameter of
a 30 per cent cost savings; concur
rently advising manufacturing that
it had to be in full production by
the end of the year.
Like many “crash” programs, this
one collapsed. We finally ended up
with our product at the price
quoted—but several months later
than scheduled. And we almost lost
our engineering and manufacturing
supervisors (who had been with us
for years) in the process.
Why? Because the timetable we
set was unrealistic and the super
visors were subject to interdepart
mental pressures at an uneven level.
We were not smart enough to see
what was happening. In addition,
we underestimated the manufactur
ing design problem and overesti
mated the urgency—because the
competitor could not deliver.
The story has a happy ending
because it turned out we increased
our share of the market thanks to
the new design, but that doesn’t
alter the fact that we made a man
agement mistake in planning and
we abused our human resources.
How do you conceive of your
role in planning profits?
Is it one of control or support?
Is your staff looked upon as the
“watchdog of the company?” Are
there conflicts in goal setting with
in your organization? Do your bud
get men believe they are almost
solely responsible for cost reduc
tions, that they alone are expected
to seek and find opportunities for
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cost savings? Have line managers
abdicated part of their authority to
you or have you usurped part of
the line authority from them?
These questions are rhetorical.
For, in the final analysis, you must
test your ideas against the speci
fic nature and objectives of your
company. The leadership styles,
autocratic, democratic, or some
combination thereof, affect atti
tudes throughout the organization.
The type of industry you’re in, and
the particular jobs it requires, and
the personality of the managers are
significant.
I do not expect that there are
ready answers to these questions.
But they do point out that the atti
tude and approach brought to the
job has a significant impact on the
people who will be attempting to
realize the company’s goals. Of
course, your attitudes and approach
all conform to a large extent to
what your management expects
from you.
In conclusion, it would appear to
me that profit planning has an im
pact on the behavior of people, and
that people’s behavior affects the
effectiveness of such plans. What
the effects of these relations are is
not always clear. Changing atti
tudes toward the concept of man
and his relation to work brought
about by changes in technology,
affluence, family structure, and ed
ucation are influencing the way an
organization functions.
The simplistic views of the past
upon which much of accounting
theory rests are giving way to the
recognition that in a modern com
plex society there is no single uni
versal goal, such as profit maximi
zation, that a company can claim
for its own. We cannot be oblivi
ous to this change. We must accept
the challenge of the present and
search for the answers which have
meaning for us even if it means
discarding ideas that have served
us well in the past.
It has been said that control is
not in the books of account but in
the minds of men. If we can solve
the people problem, the other prob
lems will be easy.

“Like many ‘crash' pro

grams, this one collapsed.
We finally ended up with our
product at the price quoted

—but several months later
than scheduled. And we
almost lost our engineering

and manufacturing super
visors (who had been with us

for years) in the process."
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what people are writing about

BOOKS
The Great Executive Dream: The
First Myth of Management Is
That It Exists by Robert Heller,
Delacorte Press, New York, 1972,
294 pages, $7.95.

A British journalist takes aim, not
always accurately, but always en
tertainingly, at the management
mystique.
Mr. Heller starts this book off
with a bang:
. . management,
like the emperor’s clothes, does not
exist; the prime myth of manage
ment is that it does.”

Actually, of course, he doesn’t
mean it, for he immediately con
tradicts himself a dozen times over.
For example, six pages later he
comments, . . there is seldom any
thing wrong with a company that
better, or better-directed, execu
tives won’t cure.” What is the mean
ing of better-directed if it is not
better management?
What, then, does Mr. Heller
really mean? In part, he means
that he is skeptical of the idea that
management is a set of skills inde
pendent of the business in which
they are exercised and interchange
able among industries; “too many
executives forget that they are not
in management but in business.” In

part, too, he means that no gen
uine science—or even discipline—of
management exists as yet. Both are
familiar ideas, a good deal less icon
oclastic in fact than Mr. Heller’s
way of expressing them.
If Mr. Heller really believed
there was no such thing as man
agement, he would not have both
ered to write a book about it (or
rather, to be exact, assemble and
amplify a group of essays that orig
inally appeared in Britain’s Ob
server). For this is unquestionably a
book about management—even
though an attempt to debunk its
sacred cows—and Mr. Heller’s
choice of myths to debunk clearly
follows the standard pattern set by
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more positive approaches to man
agement.
Like chefs, says Mr. Heller, man
agers need reliable maxims, instruc
tive anecdotes, and no dogmatism.
“This is a cookbook for managers
who want to get their clothes back.”
Here, too, Mr. Heller reveals his
true colors. Few, if any cookbooks,
have been written by chefs who
denied that there was such a thing
as cooking.
Although it is full of maxims
and anecdotes, this is not a cook
book either. It is an attack on cer
tain familiar, though not univers
ally accepted, assumptions about
management. The language is ex
travagant, partly in order to attract
attention, partly because Mr. Heller
likes to write that way.
Mr. Heller is a gifted writer, al
though he is not always grammat
ical (he is prone to use “disinter
ested” where he means “uninter
ested” and “comprehensive” where
he means “comprehensible”) and
not always clear. Some of his chap
ters, for example, those debunking
computers, business schools, con
sultants, accountants, management
techniques, and organization charts,
lack any real point.
But when he is on target, he is
very witty indeed:
On the myth of the “American
challenge” to European manage
ment:
“In the new industries in which
transatlantic hostilities have begun
since the peace—chemicals, say, or
convenience foods—Europeans have
often had little trouble defending
themselves, and Americans even
less difficulty in losing glorious
sums. Much of the superior quality
of American management in Europe
in fact consists of this endearing
ability to suffer losses that would
send most Europeans to the poor
house . . .
“When a powerful commission
under Lord Franks, a former Brit
ish ambassador to Washington,
compared the defects of British
management with American virtues,
it saw one prime difference. The
Americans had myriad business
schools, Britain none. Ergo, build
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British business schools. . . . No
body unkindly observed that the
Germans, whose managers have
also handily outstripped the British,
had no business schools either.”
On mergers:
“Managers can only buy three
kinds of company—good, middling,
or bad—and in only one of two cir
cumstances—contested or uncon
tested (i.e., rape or seduction).
The perfect combination seems to
be the seduction of a truly beauti
ful company; but the seducer must
usually overpay, since beauties are
seldom bargains. He commonly
overpays still more in cases of op
posed rape, which commonly re
sults in an auction. Maybe, the
companies to buy are the raped,
bad ones. . . . Even here lies no
certainty; bad eggs make poor ome
lets. ... It takes a very bright ex
ecutive to make a merger into a suc
cess; and a very bright executive
often is too bright to try.”
On incentive compensation:
“By 1968, fully seventy-three of
the one hundred [largest American
corporations] had both stock op
tions and incentive awards; another
seven had incentive awards only;
seventeen had stock options only;
and three languished in the outer
darkness of straight old-fashioned
pay. Fewer than two-fifths of the
goodie-stuffed seventy-three bet
tered either the median perform
ance of Fortune’s five hundred larg
est companies for ten-years’ growth
in earnings per share, or the me
dian for profitability in that partic
ular year. . . . The less directly a
management’s pay was tied to the
company’s profit performance, sur
prisingly, the worthier the perform
ance became.”
On decentralization:
“Only when senior managements
change their entire life-styles, abdi
cate the interfering habits of a man
aging lifetime, and substitute the
fair but demanding standards of a
hungry investor, will decentraliza
tion be more than a myth—and of
ten an expensive one.”
On risk-taking:
“Theorists teach how to construct
decision trees, heraldic devices of

scientific management; and how to
marry the trees with probability
theory, so that the degree of risk
along each branch (each branch
and twig representing alternative
results of alternative courses of ac
tion) can be metered. But the meas
uring is spurious, and, anyway, the
best management doesn’t take risks.
It avoids them. It goes for the sure
thing.”
On long-range planning:
“The last few years have seen
errors of planning and missing of
objectives on a macabre scale. . . .
None of this has disturbed the plan
ning industry one whit. The longrange planners have been striving
to establish themselves as a separ
ate breed. . . . Some American com
panies already have brilliant vicepresidents who spend half their
year planning and the other half
converting the plan into an action
program for the next year. Which
conveniently leaves them no time
whatsoever for managing.
“... What goes wrong is that sen
sible anticipation gets converted
into foolish numbers; and their va
lidity always hinges on large, loose
assumptions. . . . The future . . .
is pure uncertainty, limited only by
the constraints of possibility. The
manager . . . can limit that uncer
tainty by thoughtful anticipation.
But, above all, if you want to mas
ter the future, you have to find out
what is really and truly happening
right now—and to make sure that
it is happening right.”
On new products:
“The genuine innovations, creat
ing whole new markets, thrusting
old companies into oblivion and
new ones into preeminence, are so
rare, and so rarely emanate from
big corporations, that the giants
are best off avoiding the chase. . . .
All businesses need an old product
policy—how to make the best of
what the company has.”
Reviewing this book in the New
York Times, Robert Townsend, the
former chief executive of Avis
Rent-A-Car, criticized the author
for not knowing much about man
agement and for leaning too heav
ily on interviews with management
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consultants (McKinsey & Company
is quoted frequently and with rev
erence); they also, says Mr. Town
send, lack first-hand experience in
management.
Mr. Townsend’s criticisms are
valid but not necessarily overrid
ing. Real knowledge of manage
ment is necessary only if you want
to write a constructive book, and
this book is not meant to be con
structive. It is a collection of ran
dom, often inconsistent, pot shots—
and some of them hit home. Above
all, it is a book that the author took
great delight in writing, and that
the businessman can take almost
equal delight in reading. It should
be read for its entertainment value
alone—and how many management
books are there of which that can
be said?

The Psychology of Computer
Programming by Gerald Wein
berg, Van Nostrand Reinhold Com
pany, New York, 1971, 288 pages,
$9.50.
Perhaps it is because so little
has been written on this subject.
Perhaps it is because of the authors
witty, penetrating, yet tolerant and
undogmatic style. Whatever the
reason, this is one of the most fas
cinating books in the computer field
that has been published for a long
time.

Dr. Weinberg, a professor of
computer systems at the School of
Advanced Technology, State Uni
versity of New York, says that with
this book he hopes to pioneer a new
field. His work is so convincing,
however, that it may run the risk
of being accepted as a Bible of
programing management rather
than as a ground-breaker for fur
ther research.
From this book the nature of the
computer programing process and
the way programers work emerge
with unprecedented clarity. Some
of the author’s conclusions are sup
ported by small-scale research
(conducted by his students);
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others, he cheerfully admits, are
entirely his own opinion based on
personal experience. Some are fam
iliar; some challenge accepted as
sumptions; some hit the reader with
a shock of belated recognition; all
have a ring of truth that rarely
comes through in a business book.
What does “good” mean?

Dr. Weinberg starts by trying to
analyze what makes a computer
program good, but (after suggest
ing that more supervisors should
make a practice of actually reading
programs) he concludes that the
question “is not a simple one, and
may not even be a proper ques
tion.” Similarly, he decides that . . .
“we cannot say what is a ‘good
programmer,’ ‘a good programming
manager,’ or, for that matter, ‘a
good piece of software.’ . . . we
should refrain from using the con
cept ‘good program’ or ‘good pro
gramer' as if it were something
universally agreed upon, or some
thing that even can be universally
agreed upon, or something that
even should be universally agreed
upon.”
Instead, he decides to describe,
in detail and with liberal use of
highly illuminating anecdotes, how
programers actually work, in
groups, in teams, on a project basis,
and individually. In the process he
touches on every aspect of pro
graming psychology that is import
ant to management, including or
ganization, leadership, aptitude
testing, training, compensation, and
choice of programing tools. (Only
the last section is in any way diffi
cult for a nonprogramer to follow.)
And in the process he gently de
bunks a number of standard prac
tices and assumptions:
On organization of the program
ing team:
. . the basic rule for
size and composition of program
ming teams would seem to be this
—for the best programming at the
least cost, give the best possible
programmers you can find sufficient
time so that you need the smallest
number of them. When you have
to work faster, or with less experi

enced people, costs and uncertain
ties will rise. In any case, the worst
way to do a programming project
is to hire hordes of trainees and
put them to work under pressure
and without supervision—although
this is the most common practice
today.”
On discrimination in hiring:
“Anybody who thinks Scotsmen are
cheap can point to an example of
a Scot who saved little pieces of
string; anyone who thinks Sicilians
are gangsters can show you a news
paper clipping to ‘prove’ his case;
and any manager who won’t pro
mote a woman can point to a case
where a woman was promoted and
then left to have a baby or to fol
low her husband to his new job.
And, of course, if a woman doesn’t
have babies or follow her husband,
he says, ‘What kind of a woman is
she?’ . . . Although prejudices
against other groups can also be
serious matters, the prejudice
against women is so common in
programming that it merits special
attention. Possibly the greatest sin
gle action to relieve the shortage
of programming and programming
management talent would be to
start treating women as true equals
—if indeed they are only that.”
On efficiency: “When Parkinson
said that ‘work expands to fill the
time allotted,’ he was making us
aware that the very existence of
scheduled goals can influence the
rate of work. But now we see that
the very existence of schedule as
a goal can influence ‘the time al
lotted.’ The reason work can ex
pand to fill the time allotted is the
existence of other goals whose im
portance relative to scheduling is
not made clear. Perhaps we might
follow this line of reasoning and
begin to understand what fallacies
underlie the generally accepted
conclusion that programming proj
ects can never be done on time.”
On testing: “But for actual pro
gramming performance, on com
mercial programs rather than ‘toy’
programs, we lack any aptitude
measure at all, except perhaps for
general intelligence. For myself, 1
believe that intelligence has less
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to do with the matter than person
ality, work habits, and training.
These things, unlike intelligence,
can be changed by experience later
in life, which turns the problem
from one of selecting programmers
to creating them. In other words,
good programmers are made, not
born; therefore we should turn our
attention to the manufacturing, or
training process.”
On training: “The one factor that
saves us in the computing educa
tion business is the computer itself
—ever silent, ever patient, ever
teaching the programmer who has
but the skill to learn. Perhaps we
should set as a goal for our schools
merely to leave the students alone,
so that they do not turn off to learn
ing before they get on the other end
of that log with the real teacher
of us all. It may be expensive, it
may be inelegant, it may be oldfashioned, but for programmers,
computer assisted instruction (but
not CAI!) is still the best.”
Dr. Weinberg’s principal pitch is
for a style of programing he calls
“egoless programming,” in which
programers turn to their peers to
have their work checked at every
stage of the program without loss
of face, jealousy, or ego involve
ment. He makes a good case for
this technique and explains fairly
clearly how to create the proper
environment for it.
That, of course, is primarily a task
for management, and, although,
programers will learn much from
it, this is primarily a book for man
agement, both the employers of
programmers and the users of their
work. Dr. Weinberg has tried, he
says, “to make the book interesting
and nontechnical, insofar as is pos
sible, so as to encourage the great
est number of people to read it: not
just programmers, but programming
managers and others connected
with programming in the many
ways we are connected with pro
gramming these days. . . . There
are, by various estimates, hundreds
of thousands of programmers work
ing today. If our experiences are
any indication, each of them could
be functioning more efficiently,
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with greater satisfaction, if he and
his manager would only learn to
look upon the programmer as a hu
man being, rather than as another
one of the machines.”
That is why this book is a must
for everyone who works with com
puter programers. Reading it—un
like nearly every other book written
on programing—will not be a pain
ful task. Managers will actually
enjoy it.

Acquisition Behavior of U. S.
Manufacturing Firms by If. Igor
Ansoff, Richard G. Brandenburg,
Fred E. Portner, and H. Raymond
Radosevich, Vanderbilt University
Press, Nashville, Tenn., 1971, 146
pages, $7.95.

This study of the techniques and
results of acquisitions provides, its
authors claim, the most rigorous
analysis yet of two basic questions:
Do mergers constitute a more
promising growth method than in
ternal expansion? Does deliberate
and careful planning of merger ac
tivity produce more successful re
sults than unplanned opportunistic
behavior?
These authors studied the moti
vations, techniques, and results of
271 companies that had made ac
quisitions between 1946 and 1965
and compared them with 271 other
companies that had grown by in
ternal means to investigate the re
lationship between growth method
and firm performance.
The planning, search, evaluation,
and integration processes used by
the acquiring firms were studied
through the use of an extensive
questionnaire. Performance on a
number of standard financial meas
ures was calculated for all the com
panies through use of the data on
Standard and Poor Compustat
tapes. Performance and the method
of growth were then correlated to
see what worked best.
Factors such as growth rates,
sales, earnings, total assets, divi
dends, stock price, equity, payout,
and price/equity ratios were com
pared. Companies that had grown

by acquisition were found to hold
an unmistakable edge in earnings
on total capital over firms that had
not made acquisitions; otherwise,
the acquiring firms did not perform
better than the firms that had grown
by other means.
Acquiring firms generally exhib
ited a tradeoff in accomplishment.
Companies already considered to
be high-growth firms suffered a loss
in growth characteristics but im
proved their price/earnings ratios.
Low-growth firms improved their
growth images, but their price/
earnings ratios usually declined.
Most of the acquisition programs
studied tended to polarize into
either well planned, systematic
efforts or opportunistic, random
activities. Not surprisingly, compa
nies that went about their acqui
sition programs methodically, ana
lyzing company growth and need
for expansion, determining the sort
of acquisition that would best meet
their needs, searching for the most
appropriate companies to approach,
and following through carefully in
negotiations and in integrating the
acquisition, outperformed the com
panies that acquired or merged as
the opportunity presented itself,
without conscious planning. Not
only were the planners’ financial
averages higher on the average, but
they produced fewer cases of ex
tremely poor performance.
Conclusion: Acquisition is not
inherently a better way to grow
than any other, but planning is al
ways better than improvisation.
Abundantly
illustrated
with
tables, figures, and charts, ponder
ously but clearly written, this book
is probably useful in most wouldbe merger situations, and to mer
gees, and their consultants—al
though its conclusions are begin
ning to be familiar by now.

Correction — The price set for
Planning and Control in Man
agement: The German RPS Sys
tem by Walter and Ranier Schleip
(Peter Peregrinus Limited) is
£2.25, not $2.25 as was reported
in our last issue.
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Organizational Diagnosis by
Harry Levinson, Harvard Univer
sity Press, Cambridge, Massachu
setts, 1971, 557 pages, $20.

Dr. Levinson, who helped to pi
oneer the field of industrial psychi
atry while on the staff of The Men
ninger Foundation, here attempts
to adapt some elements of medical
diagnosis to organizational diag
nosis—via an “audit” outline derived
from psychoanalytic theory.
The very factors and forces that
have always made it difficult to
measure the effectiveness of busi
ness organizations—namely, the hu
man element—actually dictate what
an adequate diagnostic process
should be, Dr. Levinson says in the
preface to this book:
“An organization is a living sys
tem. It has components which,
taken together, comprise its whole.
These components interact with
each other and the whole with other
wholes and its own environment. It
grows and develops, has a history,
experiences crises, and adapts. An
organization, then, is like any other
living system. Therefore modes of
systematically studying and evalu
ating other systems might be ex
trapolated to the study of organi
zations.”
This was the theory which led
the author to develop this system
of management evaluation. He be
gan “with a crudely extrapolated
outline which I used for teaching
Fellows in The Menninger School
of Psychiatry. My intention was to
have them extend the basic exami
nation method in which they were
trained to the study of organiza
tions.”
This book is the result. It con
sists largely of a highly detailed
outline for use in organizational an
alysis (really a psychiatrically ori
ented management audit question
naire although not in questionnaire
form) plus an extended case study
illustrating its application. The out
line itself, which explains how to
note, assess, and diagnose the vari
ous facets of an organization’s his
tory, current actions, and directions
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and suggests a method of integrat
ing these data into a comprehensive
description from which the organi
zation’s strengths and weaknesses
should emerge clearly, is supported
by discussion of such standard
problems for the consultant as how
to enter the organization, how <to
present oneself to management and
employees, how to gather data, how
to organize and integrate the mate
rial, how to prepare a report, and
how to feed it back to the organi
zation. Each step is illustrated by
examples drawn from organizations
ranging from major corporations to
parish churches.
The heart of the book is the out
line, which, with its explanation,
takes up more than 300 pages of
not very large type. For the most
part it covers, in incredible detail,
the same ground that any consult
ant would cover. There are, how
ever, a number of psychiatric
touches that might well prove dis
concerting to an accounting-trained
analyst.
Some examples: “Assessment of
the discrepancy between reality
and perceived reality”; “Emotional
atmosphere of the organization”;
“Masculine-feminine orientation of
the organization”; “Space: How is
it conceptualized?”; “Psychological
contract unfulfillment”; “Third- and
fourth-order adaptive activities.”
The consultant who has not been
trained in psychoanalysis may well
be intimidated, not only by the
terminology, but also by the re
quirement to evaluate factors he
has not been trained to assess. Yet
Dr. Levinson evidently is offering
his outline as a possible manual for
the use of nearly any management
consultant. He says, “Although the
concept of the outline arises from
psychoanalytic theory and clinical
practice, combined with organiza
tional theory, it should serve a wide
range of people who have varied
orientations and skills. Most of the
fundamental data should be the
same for all.”
How effective some parts of this
framework for analysis would be in
the hands of consultants not trained
in psychiatry, or even psychology,

is a question. The casual way in
which Dr. Levinson offers it for
general use is startling, particularly
in view of the jealousy with which
analysts and psychologists usually
guard their prerogatives. As they
are fond of pointing out, a little bit
of amateur psychiatry can often be
dangerous. For the consultant who
is prudently aware of his own limi
tations in this area, however, this
book should offer many useful in
sights.

Briefly listed

Concepts for Corporate Strategy:
Readings in Business Policy by
John W. Bonge and Bruce P.
Coleman, The Macmillan Com
pany, New York, 1972, 603 pages,
$6.95 (paperbound).
This collection of 48 articles on
various aspects of business policy
contains material on management
systems; the role and perspective of
top management; goals, strategies,
and long-range plans; situation as
sessment; administrative functions;
expansion and contraction; interna
tional operations; and social and
political involvement.

MAGAZINES
Environmental Complexity and
Financial Reports by Henry Mill
er, The Accounting Review, Jan
uary, 1972.

A discussion of the possible ap
plicability of psychological findings
in the area of human information
processing to the information-over
load problem of financial state
ments.

Henry Miller has expanded upon
and drawn implications from argu
ments by Lawrence Revsine which
appeared in Revsine’s article “Data
Expansion and Conceptual Struc
ture,” in the October, 1970, Account
ing Review. In his article, Revsine
noted that psychological studies
suggest there exists an optimum
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level of environmental complexity
at which an individual is able to
process a maximum amount of in
formation. Individuals vary in their
conceptual structures; individuals
with concrete conceptual systems
are able to assimilate only relatively
simple amounts and dimensions of
data, and tend to react to the infor
mation in a fixed (somewhat non
thinking) manner. Others, with ab
stract conceptual systems, can deal
with much more complex and mul
tidimensional data, obtaining from
it meaningful relationships, com
binations, comparisons, etc. Studies
have shown, however, that when
a certain point of environmental
complexity is exceeded, individuals’
abilities to synthesize and deal
meaningfully with the information
decrease as more detail is presented
(regardless of the relevance of the
additional details), whether they
are operating from concrete or ab
stract conceptual systems.
Revsine notes that although this
model (relating environmental com
plexity and the spectrum of con
ceptual structures from concrete to
abstract) “is not yet demonstrably
relevant to the problem of data ex
pansion” in financial reports, there
is a possible dysfunctional effect of
increases in the environmental com
plexity (data-expansion in financial
reports). He suggests that empirical
testing of the applicability of the
model to an accounting context be
carried out.
Miller points out in his article
that the study from which Revsine
drew his implications for further
research relied on individuals’ func
tioning in a constant (admittedly
complex) environment, and receiv
ing the same set of information,
whereas individuals concerned with
the performance of a firm have
differential access to relevant data—
i.e., accounting reports, the state of
the economy, industry-wide trends,
advice of financial advisers, etc.
Given a scale of all possible levels
of environmental complexity, differ
ent classes of individuals would
have access to differentially com
plex information. Therefore, indi
viduals’ optimum levels of environ
November-December, 1972

mental complexity could very well
occur in different areas along the
scale of all levels of complexity,
depending on their access to in
formation.
To Miller, the most obvious im
plication from the studies is that
unlimited data expansion, as has
been suggested in recent years, will
lower the conceptual levels of finan
cial statement users.
Miller also says that the relevance
(to users’ decision models) criterion
for determining which information
should be included in financial re
ports will have to be modified or
limited by variations in conceptual
structures of users, because too
much information, though relevant,
will lower users’ conceptual levels.
Financial statement complexity

Financial statement information
can be geared as to complexity any
where along the spectrum from the
most concrete to the most abstract
processors. Miller’s solution is to
choose the financial analyst’s opti
mal environment, which he sup
ports by noting that analysts’ advice
is filtered to other information pro
cessors’ environments on a widescale basis. Also, he considers finan
cial analysts to have the most ab
stract conceptual structures of
financial statement users, and, if a
less abstract group of processors
were selected, the “opportunity to
educate users so they may develop
more abstract processing ability”
would be eliminated.
Miller elaborates upon Revsine’s
suggestions for empirical research
by proposing to test whether the
environment is chosen or constant,
and by suggesting that information
formats be tested with the goal of
maximizing financial analysts’ ab
stractness.
Miller implicitly assumes that
“success” can best be achieved for
all users by achieving the optimum
environmental (financial-statement)
complexity for those with the most
abstract structures, financial an
alysts.
Katherine Hohl
Oklahoma State University

Computers: Their Use and Mis
use by Joel E. Ross, Business Hori
zons, April, 1972.
In spite of the transformation of
clerical and accounting operations
through the use of computers, Mr.
Ross believes that computers have
had little effect on the operating
problems of management. Mr. Ross
lists four causes of the failure to
obtain economic benefits from com
puter operations. He then lists
some specific do’s and don'ts of
computer use, followed by six steps
of an approach to designing a com
puter system.

Mr. Ross states that, although the
computer has extensively trans
formed the accounting and clerical
operations of a business, it has had
little impact in the area in which it
has the largest potential payoff.
Only a very few companies (e.g.
Pillsbury, Weyerhauser, and West
inghouse) can justify their com
puter operations on a purely eco
nomic basis. The failure to obtain
economic payoffs from the com
puter can generally be traced to
four causes. First, an information
system can never substitute for a
management system. The lack of
managerial and operational appli
cations of the computer is serious
because it implies that the manage
ment functions of planning and
control are not being performed
effectively. This lack of a manage
ment system can never be corrected
simply by installing a computer.
Second, the author explicitly states
that top management must be in
volved in all major decisions relat
ing to the computer. Major com
puter decisions are too vital to be
left solely to computer technicians.
Third, a communication gap exists
between the manager who knows
what he wants and needs and the
computer technician who under
stands the capabilities and limita
tions of the computer. Fourth, many
companies have failed to organize
properly their computer operations
in relation to their total organiza
tional structure.
Mr. Ross then lists some specific
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do’s and don’ts of computer use.
The Don’ts of Computer Use—
(1) Don’t buy a turnkey operation.
Systems are more likely to work if
you design them yourself. (2) Don’t
spend all your money on hardware.
Money can be spent more profitably
on new applications and develop
ment. (3) Don’t let computer sales
men and the data processing man
ager make computer decisions.
Their expertise is in the area of
computer operations, not manage
ment improvement. (4) Don’t un
derestimate the time and expense of
developing a system. Such under
estimates are detrimental to both
the cost of the system and the cred
itability of the company. (5) Don’t
fall in love with your system. If the
system does not work, it must be
scrapped before more money is
lost. (6) Don’t try to install a man
agement information system with
out a management system. A suc
cessful management information
system can only be built on top of
a good management system.
The Do’s of Computer Use—(1)
Do get management involved. In
volvement of management in sys
tems design is essential for closing
the communication gap and getting
profitable applications. (2) Do
"eyeball” the output. Simple hu
man examination of the output can
catch expensive, embarrassing mis
takes. (3) Do upgrade your cleri
cal systems. Many managerial and
decision-making applications can
be implemented through your cler
ical staff. (4) Do put proposed proj
ects to the feasibility test. A system
must be judged feasible before it
is purchased. (5) Do develop an
MIS plan. The establishment of
an MIS plan will offset uncertainty,
improve economy of operations,
focus attention on objectives, and
provide a device for control of op
erations.
In conclusion, Mr. Ross sets forth
six steps in systems design that a
manager must participate in if he
wishes to develop a profitable com
puter operation. First, he must help
set system objectives. These objec
tives must not be vague generali
ties, but rather clear, concise state
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ments of what the user expects to
achieve.
Second, he must help identify the
internal and external constraints
that will cause the manager to
settle for a system below the "ideal”
one.
Third, he must help to determine
specific information needs and the
objectives they are designed to sat
isfy.
Fourth, he must help identify the
information sources necessary to
meet the informational needs which
are used to achieve the system ob
jectives.
Fifth, he must help apply the
system concept to the data flow,
i.e., the form and content of the in
puts to the computer and the out
puts from the computer.
Sixth, and last, he must help test
and implement the system. It is im
portant to remember that the old
system must not be discarded be
fore the new one is operational and
proven.
James M. Krueger
Indiana University

The Emerging Cost Revolution
In Data Processing Technology
by Herbert W. Robinson, Business
Management, August, 1971.

There is an increasing emphasis
in business periodicals on effective
ly utilizing the vast computer ca
pabilities made available through
advances in data processing tech
nology. In this article the author
advocates the use of time sharing
terminals to avoid excess in-house
EDP capacity.
American business is now in a
period of attitude readjustment con
cerning the elaborate computer sys
tems it has created, and the profes
sional staff required to run them. In
too many cases companies are now
utilizing less than half of the capa
bility which has been created and
are not receiving any of the cost
benefits originally anticipated.
Mr. Robinson feels that we will
soon see new developments in the
modes in which computers are used

in an enterprise. These advances
will be in the area of “giant central
computers capable of being utilized
effectively and simultaneously at a
large number of remote locations,
over existing common carrier lines
and through low cost input/output
terminals.” The obvious advantage
here is that the individual com
pany pays only for the data proc
essing time it uses.
Ry connecting a large number of
remote terminals to the central
processing unit a continuous flow
of processing can be achieved to
lower the cost per computation. An
other advantage of a large central
computer is that the limitations im
posed by smaller size in-house com
puters are removed and a wider
range of applications can be
achieved. Cost savings can also be
realized through the use of existing
communication lines (i.e., telephone
lines) which charge only for the
service provided. Computer costs
are directly related to operational
requirements, and, therefore, can be
quantified and more easily con
trolled.
Software costs are also decreased
by the use of time-sharing equip
ment due to an absence of repeti
tion in programing requirements. A
package of generalized programs
is available to all users with only
nominal modifications needed for
individual requirements.
The time sharing facilities can
be utilized by the medium- or
large-scale user, who already has
an in-house computer system, to
handle additional processing dur
ing peak periods. This allows the
business to plan its computer sys
tem on the basis of normal opera
tions rather than on the basis of
peak periods. The excess capacity
that would be created during less
than peak periods can be elimi
nated. As the company’s overall
needs increase the additional capa
city acquired can be kept below
total requirements to assure that all
facilities are utilized on a 100 per
cent basis.
Steven Flory
Louisiana State University
at Baton Rouge
Management Adviser
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recent studies
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REPORTING FOREIGN OPERATIONS OF U.S. COMPANIES IN U.S.
DOLLARS (Accounting Research Study No. 12) by Leonard Lorensen. This study
considers existing procedures for translating foreign money amounts into U.S.
dollars for reporting purposes and recommends a temporal principle of transla
tion which the author feels will more accurately reflect the foreign operations
of American companies. After discussing the major problems inherent in trans
lation, the author explains the temporal approach and shows how it compares
with other translation methods currently used. He then describes—with practical
illustrations—how the temporal principle of translation may be applied to specific
items and questions when reporting the foreign operations of U.S. companies.
Paperbound. $3.75.

THE AUDITOR’S REPORTING OBLIGATION (Auditing Research Monograph
No. 1) by D. R. Carmichael. This monograph studies and evaluates the criteria
actually used by auditors in deciding whether an opinion should be qualified or
disclaimed when there is a major uncertainty ... or qualified or adverse when
there is a serious departure from generally accepted accounting principles. And it
attempts to clarify, elaborate and refine those criteria which the author finds in
many respect to be vague. The monograph is based on a study of 2,000 published
reports and 300 cases drawn from the files of several accounting firms. Actual
information and examples are extensively quoted from these materials to illustrate
the concepts and procedures discussed. Paperbound $4.00.
GUIDE TO FEDERAL TAX ELECTIONS—1973 EDITION (Tax Study No. 3)
edited by Joel M. Forster. This valuable tax reference represents a conven
ient and reliable means of determining what tax treatment may best be suited to
a particular taxpayer situation. It lists and summarizes all currently available
elections regarding income, employment, estate and gift taxes. And it shows
whether they may be used for each of the various taxpayer entities (corporation,
partnership, individual, nonprofit organization and estate). Includes the unique
Composite Election Locator . . . Election Summaries . . . Index to Revenue Rul
ings and Procedures . . . and Reproductions of Tax Forms.
Looseleaf format in ring binder. $15.

ALSO AVAILABLE—1973 Supplement to update earlier edition—$6.50.
AUDITS OF EMPLOYEE HEALTH AND WELFARE BENEFIT FUNDS.
This audit guide offers essential information and direction for the CPA who may
be engaged to examine and report on the financial statements of employee health
and welfare benefit funds. Following a description of employee health and wel
fare benefit plans and a discussion of their administration and accounting records,
the guide considers—in practical terms—generally accepted auditing standards,
generally accepted accounting principles, and other reporting matters as they
pertain to specific conditions and circumstances which are characteristic of these
funds. Includes illustrative financial statements. Paperbound. $2.75.

AICPA MEMBERS —
Please deduct 20 percent

member discount from the
prices shown.

HOSPITAL AUDIT GUIDE. This guide will assist the professional accountant
in auditing hospital financial statements that present financial position, changes
in financial position, and results of operations. The study discusses a number of
pertinent accounting and reporting questions and then describes general auditing
procedures as well as those required for auditing assets; liabilities, deferred rev
enue, and fund balances; and revenues and expenses. Includes illustrative finan
cial statements. Paperbound. $2.75.
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Learn how
to guard against
heart attack Ask your Heart Association for vital information on the
early warning signs of heart attack and what you should
do to reduce your risk.

You can also learn more about high blood pressure,
stroke, inborn heart defects and other heart and blood
vessel diseases in interesting booklets prepared by med
ical experts. They are free — an educational service made
possible by your gifts to the Heart Fund.
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